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PREFACE 


Tuis study represents an attempt to describe and discuss the 
main aspects of Pakistan’s economy. ‘There are numerous very 
good surveys of the economy of undivided India, but few have 
attempted to describe, in a comprehensive manner, the greatly 
changed economy of Pakistan. The massive transfer of popula- 
tion and the major readjustments in finance, banking, transport 
and trade routes, all make it necessary for a serious student of 
the life of South Asia to investigate recent developments in 
Pakistan economics. At first, the newness of Pakistan and a 
host of urgent problems prevented the compilation of complete 
and accurate statistics, without which economic study must be 
largely guesswork. In the past few years, however, a greatly 
improved mass of data has become available, and it seems desir- 
able to publish this analysis without further delay. 

Briefly, the economic story to date is one of apparently in- 
surmountable initial handicaps, largely overcome, only to be 
followed by a succession of natural disasters, bravely faced. It 
would have been a real achievement for Pakistan barely to have 
survived the difficulties of its early days. It has, however, reached 
its tenth birthday with a growing maturity and national determina- 
tion which bids fair to overcome the recent setbacks in food 
production and commodity prices. In August 1947 the newborn 
Dominion consisted of two widely-separated parts of the sub- 
continent, with no adequate connexions between them. An 
estimated six million non-Muslims left Pakistan and an even greater 
number of Muslims immigrated from India under conditions of 
misery and even horror for a large proportion of those concerned on 
both sides. Division of labour had previously been practised 
largely along communal or religious lines, so that the wholesale 
transfer meant that Pakistan acquired a disproportionate number 
of artisans, peasants and small shopkeepers, as against the large 
number of wholesalers, importers, exporters, clerks, teachers, 
bankers and other professional people who departed. 

The complicated irrigation system of the Indus Basin, the 
centuries-old Grand Trunk Route and the important broad- 
gauge railway line from the Khyber to Delhi were cut by the 
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international boundary. River and rail traffic in East Bengal, 
previously centred in Calcutta, had to be reorganized after Parti- 
tion so as to radiate from Dacca and Narayanganj, inland ports, 
and from Chittagong, the only major seaport in that area. More- 
over, Chittagong could not be reached by then available river 
steamers, and the single-line metre-gauge railway was grossly 
inadequate to serve its needs. There was virtually no merchant 
marine, although Muslims had long been in the majority in the 
crews of most vessels regularly plying the Indian Ocean. 

Despite the irreplaceable loss, in the early years of Pakistan’s 
existence, of Mohammed Ali Jinnah, the leader of the Pakistan 
movement and the country’s first Governor-General, and of 
Liaquat Ali Khan, the first Prime Minister, it has been able to 
surmount political instability to a sufficient degree to permit 
economic progress. A new Constitution was adopted in March 
1956 and the provinces and princely states in the Western Wing 
were consolidated into the single province of West Pakistan. With 
the support of nearly all classes of the population, the administra- 
tive services have worked patiently, laboriously and with con- 
siderable success to overcome both the initial problems and the 
major difficulties which have since arisen. 

Large numbers of Pakistanis have taken up trades formerly 
almost monopolized by non-Muslims. The process of adjustment 
has been painful in the extreme, as many previously well-to-do 
Pakistanis have left most or all of their belongings and property 
in India and have had to live for months and years in conditions 
of squalor in desperately overcrowded towns and cities throughout 
the country. However, that stage is now largely past, as the 
immigrant population has spread over much of West Pakistan, 
finding new means of livelihood in most cases, while Karachi and 
other cities have vigorously pushed housing campaigns. 

Trade between the two Wings of the country, almost non- 
existent at the time of Partition, has assumed fair proportions 
with the major part of the country’s growing mercantile marine 
devoted to the Karachi-Chittagong traffic. Much of the cargo 
consists of the products of textile, paper and other factories 
built since Partition. A daily air-service links Karachi, the 
federal capital, with Dacca, the capital of the Province of East 
Pakistan, with Lahore, the capital of West Pakistan, as well as 
with other urban centres in both Wings of the country. There has 
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been a fairly steady reduction of restrictions on road and rail traffic 
between Pakistan and India, to the obvious benefit of both 
countries. The railways have been kept at a reasonable level of 
efficiency and, with the completion of a large-scale reconstruction 
programme, are now making a substantial contribution to the 
national revenues. New rail facilities within West Pakistan and 
between the central part of East Pakistan and Chittagong have 
been created, as well as a better rail service to Chalna, an important 
new port on the Passur River. 

The temporary prosperity which resulted from the upturn in 
the prices of Pakistan’s chief exports in early 1950 (accelerated 
by events following the outbreak of the Korean conflict) passed 
away with the reversal of price trends in 1952-3. This led to a 
serious reduction in foreign exchange earnings at a time when the 
development programme was being accelerated. The resultant 
balance of payments difficulties have been partly relieved through 
foreign aid from the United States, the Colombo Plan nations and 
other sources. At the time of writing there seems a fair prospect 
that with the devaluation of the Pakistan rupee (July 1955) the 
country’s external accounts can be balanced, barring natural 
disasters such as have afflicted the country in recent years. 

Pakistan started off relatively self-sufficient in food, but was 
confronted with a serious decline in cereal production beginning 
in 1952-3. With the exception of 1953-4, cereal production has 
been below requirements since that time, due to a succession of 
droughts and floods, complicated by insect damage in the Eastern 
Wing and the canal-water dispute with India in the West. The 
requirements have steadily mounted with the growth of population 
at the rate of roughly one million annually. Students of population 
problems will wonder whether all probable improvements in 
production techniques can suffice to do more than permit the 
country’s increasing population to stay barely above the starvation 
level. Unless a great and rapid increase in production is achieved, 
the still largely illiterate peasantry will remain without the means 
to secure the comforts and amenities of life. 

To achieve such an increase in production and to impart balance 
to an economy almost entirely agricultural, the Government—in 
collaboration with private enterprise—have launched upon a 
determined development effort. As part of the Colombo Plan, 
Pakistan worked out a Six Year Plan in 1950 and supplemented it 
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with a Priority Two Year Plan in 1951. Currently, a Five Year 
Plan, ending March 1960, undertakes to focus national energies 
on an ambitious programme of economic development. The 
Plan, like its predecessors, is primarily Pakistani in conception as 
well as in execution. However, Pakistan has availed itself of the 
help of foreign experts in preparing the Plan, as in other fields, 
and is receiving significant economic assistance from the U.S.A. 
and other countries. ‘The success of the Plan is an urgent necessity 
if Pakistan is to consolidate the substantial gains already obtained, 
especially in industry, and to provide the groundwork for an even 
more ambitious rate of growth, to satisfy the legitimate demands 
of its people for a better life, while meeting the economic and 
demographic problems briefly outlined above. 

In preparing this study over a period of almost eight years, we 
have drawn upon a large number of sources for our material. It 
has not been feasible to prepare a bibliography but appropriate 
credit has been given where possible. Apart from regular publi- 
cations of the Ministries of Economic Affairs, Commerce and 
Industry and the State Bank of Pakistan, as well as other central 
and provincial government official releases (especially the annual 
budget papers) we have made extensive use of materials contained 
in the reports of such committees as the Agricultural Enquiry 
Committee (1952), the Economic Appraisal and Development 
Enquiry Committee (1953), the I.L.O. Reports on Conditions of 
Labour (1954) and Agricultural Labour (1955), the Reports on 
the Census of 1951, publications of the Punjab Board of Economic 
Enquiry, the Six Year and Two Year Plan data, and Colombo 
Plan Consultative Committee Reports. The two-volume Report 
of the Planning Board on the Draft Five Year Plan became avail- 
able to us in mid-1956 and we have drawn heavily on it in a fairly 
complete revision of the manuscript in August 1956 and sub- 
sequently in proof. The cut-off date on most of the material 
included in the book is therefore the middle of 1957. 

We are grateful to numerous officials in the Ministries and 
institutions mentioned above, and to many non-official experts, 
both in Pakistan and elsewhere, who have kindly read pertinent 
parts of the manuscript, offering many valuable suggestions. Most 
of these suggestions have been accepted, but without responsibility 
on the part of the officials or of the Government of Pakistan. The 
authors wish to emphasize that they alone, and not their respective 
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agencies, are responsible for any statements of fact or opinion. 

The research started in 1949, when J. R. A. was working, in an 
honorary capacity, with a graduate class in Economics in Islamia 
College, Karachi. J. R. A.’s transfer to Washington the next year 
necessarily threw the main burden on A. F. M. until he also was 
temporarily transferred to Washington in 1955. Some of the 
chapters started as papers by students, but we (especially A. F. M.) 
have re-written them so many times, and have added so extensively 
as additional statistics and information became available, that 
practically nothing of the original papers remains in the final 
manuscript. 

We hope that our labours of the past several years will result 
in an increased understanding by Pakistanis of their national 
economy and its problems, and will help them in their united 
efforts to build a strong and prosperous Pakistan. It is also hoped 
that foreign students will find this work useful in gaining an 
understanding of a new and important member of the world 
community. 

In the last stages of revision much assistance was rendered by 
Mrs. Sakin Mohammed in the compilation of statistical material. 
The burden of typing most of the early drafts was carried by Mr. 
S. Nihaluddin, while Miss Margaret Andrus and Mrs. Peggy 
Gordon volunteered in typing the final manuscript. ‘The assistance 
received by A. F. M. from colleagues in the State Bank of Pakistan 
at all stages of the work is gratefully recorded; but both authors 
wish to re-emphasize that all opinions expressed are their own 
and should not be held to implicate the Bank in any way. 
Finally there are the students of the graduate Economic Seminar 
of Islamia College, Karachi, to whom we owe the conception 
and early beginnings of this story. 

This study is included in the International Research Pro- 
gramme of the Institute of Pacific Relations which has also co- 
operated in the distribution of the book. 

J. RussELL ANDRUS 
AzizaLI F. MOHAMMED 


WASHINGTON, D.C. 
June 1957 


II. 
III. 


wal. 


Wael. 


IV. 


CON TENTS 
Preface 
List of Tables 


. LAND AND PEOPLE 


1. Introduction 

2. The Constitution 

3. Political Divisions 

4. Geographical Background 
5. Basic Economic Problems 


PRODUCTION AND MARKETING OF Foop CROPS 
PRODUCTION AND MARKETING OF CASH CROPS 


IRRIGATION AND SOIL PROBLEMS 
1. The Punjab 
. Sind 
. The North-West Frontier 
. Baluchistan 
. East Pakistan 
. A Note on the Canal Waters Dispute 


Am & WwW N 


. FORESTS 


LAND ‘TENURE 
1. East Pakistan 
. The Punjab 
Sind 
. North-West Frontier Province 
. Baluchistan 
. Bahawalpur and Khairpur 
. Summary of Changes 


Au Ww N 


“I 


RuRAL CREDIT AND CO-OPERATION 
1. East Pakistan 
2. West Pakistan 


xii THE ECONOMY OF PAKISTAN 
VIII. STaTE AND PRIVATE INDUSTRY 156 
IX. LARGE-SCALE INDUSTRY 166 
X. SMALL-SCALE AND COTTAGE INDUSTRIES 190 
1. Principal Small-scale and Cottage Industries 192 
2. Finance 198 
3. Marketing 200 
4. ‘Techniques and Processing 200 
5. Raw Materials 201 
XI. FUEL AND POWER 204 
1. Coal 205 
2. Petroleum 207 | 
3. Electric Power 211 
4. Natural Gas 217 | 
XII. RatLways } 219 | 
1. The North-Western Railway 220 
2. The East Bengal Railway Zot 
3. Railway Finance and Development 222 | 
XIII. Roaps anpD INLAND WATERWAYS 230 | 
1. Roads 230 | 
2. Inland Waterways 238 
XIV. PorTS AND SHIPPING 243 | 
T. ‘Ports 243 
2. Shipping 249 
XV. Civit AVIATION AND 'TELECOMMUNICATIONS Zi | 
1. Airports 255 
2. Civil Aviation and the Five Year Plan 256 
3. Air Agreements 257 
4. Postal Services 257 
5. Telecommunications 258 
XVI. FOREIGN TRADE 262 
1. Exports 265 | 
2. Imports 271 | 


3. Trade Agreements 276 


CONTENTS xdil 


XVII. BALANCE OF PAYMENTS 282 
1. Sterling-Area Membership 298 
2. Exchange-Rate Problems 302 
XVIII. FEDERAL FINANCE 306 

Appendix 1. Changes in Export Duties (up to 
3oth June 1957) 325 

Appendix 2. Tax Privileges for Industries in 
Pakistan 326 
XIX. PROVINCIAL FINANCE 328 
1, East Pakistan 329 
2. West Pakistan 334 
3. An Overall View 349 
4. Provisions of the New Constitution 355 
XX. CENTRAL BANKING 358 
XXI. COMMERCIAL BANKING 375 
XXII. OTHER FINANCIAL INSTITUTIONS 394 
1. Insurance 395 
2. Stock Exchanges 400 
3. Postal Institutions 402 

4. The Pakistan Refugee Rehabilitation Finance 
Corporation "404 
5. Pakistan Industrial Finance Corporation 404. 
6. Housebuilding Finance Corporation 405 

7. Agricultural Development Finance 

Corporation 406 
8. Small Industries Corporation 407 
g. Proposed Institutions 408 
| XXITI. Price TRENDS 409 
| 1. West Pakistan 410 
2. East Pakistan 421 
oe AGRICULTURAL AND INDUSTRIAL LABOUR 429 
1. Agricultural Labour 429 
2. Industrial Labour 439 


3. Labour Legislation and Welfare 449 


XIV THE ECONOMY OF PAKISTAN 


XXIV. Appendix 1. Recommendations of the I.L.O. 
contd. Mission on Industrial Labour 
Appendix 2. International Labour Conventions 
Ratified by Pakistan 


XXV. THE REFUGEE PROBLEM 


XXVI. DEVELOPMENT PLANNING 


INDEX 


458 
463 
463 
478 
513 


Elst OF TABLES 


| Page 
| I. Area and Population 8 
i II. Estimates of National Income at Constant Prices 17 
III. Economic Distribution of Total Population 22 

IV. Occupational Distribution of the Labour Force, 
1931-51 23 
V. Land Workers 24 

VI. Acreage and Production of Principal Food Crops 
in East and West Pakistan a2 
VII. Production and Availability of Food 36 
VIII. Classification of Area a7 


IX. Yield per Acre in Pakistan (and some other 
countries) 40 


X. Government Storage Facilities for Food Grains 50 


XI. Non-Food Crops ig 
XII. Area Irrigated in Pakistan (Source-wise) 79 
XIII. Water Resources Development in West 
Pakistan, 1947-60 80 
XIV. Water Resources Development in _ East 
Pakistan, 1947-60 82 
XV. Volume of Standing Timber 106 
XVI. Classes of Cultivators (1951) 11g 
XVII. Primary Agricultural Co-operative Societies in 
Pakistan 143 
XVIII. Advances by Scheduled Banks to Industry 172 
| XIX. Estimates of Capital Invested in Pakistan 


, Industries up to 30th June 1955 174 
XX. PIDC Projects facing 175 


XXITI. 


XXIV. 
XXV. 


XXXVI. 


XXVIII. 
XXVIII. 
XXIX. 
XXX. 
XXXI. 
XXXII. 


XXXII. 
XXXIV. 
XXXV. 
XXXVI. 
XXXVII. 
XXXVITI. 
XXXIX. 
XL. 

XLI. 
XLII. 
XLITI. 
XLIV. 


XLV. 


THE ECONOMY OF PAKISTAN 


Page 
. PIDC Programme, 1955-60 175 
. Production of Selected Large-scale Industries, 
1948-56 187 
Projected Large-scale Industrial Development, 
1955-60 188 
Occupation of Non-Agricultural Labour Force 191 
Selected Small-scale and Cottage Industries 
Private Investment Programme, 1955-60 197 
Output and Imports of Selected Fuels and 
Minerals in Pakistan, 1948-56 209 
Power Development in East Pakistan 210 
Power Development in West Pakistan 218 
Railway Statistics | 228 
Traffic through the Port of Karachi, 1948-55 246 
Traffic through the Port of Chittagong, 1946-55 246 
Traffic through the Port of Khulna-Mangla, 
IQ51-5 246 
Post Office Revenue Account, 1947-55 - 258 
Telephones—Operating Results, 1947-55 259 
Telegraph System—Operating Results, 1948-55 260 
Foreign Trade since 1st July 1948 265 
Principal Exports 266 
Principal Imports 272 
Imports on Government Account 274. 
Balance of Payments (All Countries) facing 285 
Gold, Dollar, and Sterling Assets 287 
Loans and Credits facing 289 
Non-Military Foreign Aid Allotments 291 
Geographical Distribution of Balance of 
Payments facing 292 
Summary—Current Account 304. 


XLVI. 


XLVII. 


XLVIII. 
XLIX. 


LXV. 
LXVI. 


LXVII. 


- EXVIIL. 


LXIX. 


LIST OF TABLES xvil 


Page 
Consolidated Central Budgets (Revenue and 
Capital, 1947-8 to 1956-7) facing 317 
Direct Development Capital Outlay of Central 
Government 318 
East Bengal Budgets 330 
The Punjab Budgets 336 
. Sind Budgets 340 
. N.W.F.P. Budgets 346 
. Consolidated Revenues of Provinces 350 
. Receipts of Provinces from Central Taxes a5 1 
. Grants-in-Aid 352 
. Credit extended by the State Bank 366 
. Fluctuations in Note Circulation 367 
. Monetary Statistics 370 
. Permanent Rupee Debt Outstanding 272 
. Advances Distributed by Nationality of 
Scheduled Banks and according to Major 
Economic Groups as on 30th June 1955 382 
. Scheduled Banks in Pakistan 385 
. Advance Rates by Types of Securities Pledged 387 
. Scheduled Banks in Pakistan 388 
. Net Amount of New Life Business, 1948-53 397 
. Non-Life Insurance 398 
Percentage Share of Pakistani Insurers 399 
Share Listings on the Stock Exchange 402 


Selected Statistics of Specialized Financial 
Institutions 407 


Indices of Unit Values of Imports and Exports 
and ‘Terms of Trade A414 


Cost of Living Indices: Working Class 416 


XVili 


LXX. 


LXXI. 


LXXII. 


LXXIII. 


LXXIV. 
LXXV. 
LXXVI. 
LXXVII. 
LXXVIII. 


LXXIX. 


LXXX. 
LXXXI. 


LXXXII. 


LXXXIII. 


LXXXIV. 


THE ECONOMY OF PAKISTAN 


Wages Paid to Agricultural Labour on Govern- 
ment Farms, 1952-3 


Labour Distribution by Organized Trades 


Average Annual Earnings per Worker in 
Perennial Factories from 1951 to 1953 by 
Province and Industry 


Industry-wide Distribution of Membership in 
Registered Trade Unions 


Registered ‘Trade Unions 
Statistics of Labour Disputes 
Employment and Training Statistics 


Distribution of Muhajirs, according to Area of 
Settlement and Chief Zones of Previous 
Residence 


Proportions of Economic Categories in Total 
Population and among Muhajirs 


Economic Groups and Occupations of Muhajirs 
—All-Pakistan 


Growth of Towns and Refugees 


Main Provisions and Targets of the Six Year 
Development Plan 


List of Projects included in the Two Year 
Priority Plan 


Distribution of Outlay and Results in Public 
Sector Development Programme in the Five 
Year Plan Draft 


Actual and Expected Employment Levels in 
Large-scale Industry, 1954 and 1960 


494 


500 


| 


LAND AND PEOPLE 


I. INTRODUCTION 


AKISTAN is a new state, having come into existence only in 
p 1947 with the division of the sub-continent of India into 

two independent countries. But it is an old land. ‘Traces 
of prehistoric hill villages dating from 20,000 to 5000 B.C. ‘can be 
seen... in the vicinity of the Indus system and in the Baluchistan 
Hills’.t The Indus Valley contains monuments of an ancient 
and well-developed civilization that flourished at least as early 
as 2500 B.C. Excavations at Mohenjo-daro in Sind and at Harappa 
in the Punjab give evidence of planned urban communities? akin 
in culture to the Sumerian and the Elamite. To the north, the 
ruins at Taxila and elsewhere throughout the north-west frontier 
area bear the mark of Greek mottoes and influences, especially 
in remnants of Grecian statuary, along with later Buddhist 
statuary. 

The Persian King Cyrus conquered the territory around modern 
Peshawar and Darius sent a naval expedition and conquered the 
area now known as Sind. In 326-321 B.c. Alexander the Great 
conquered virtually the whole of what is now West Pakistan. 
Indeed, this region has been a gateway—for a long time the only 
one—through which successive waves of conquering armies and 


15S. M. Ikram and T. G. P. Spear (eds): The Cultural Heritage of Pakistan, 
Oxford, 1955. This book is an excellent review of archaeology, architecture, the 
arts, and literature. 


2 “The city at Mohenjo-daro had straight and wide streets. Well-burnt bricks 
were used and some houses had two or more storeys. There were granaries, 
wells, baths and drains. The courtyards had well-paved floors; and there were 
windows, doors, bathrooms and staircases in the houses. The people wore 
cotton and woollen garments and ornaments of gold and silver studded with 
precious stones.’ (“The Culture of Pakistan’ by Ahmad Ali, Appendix to 
The Making of Pakistan by Richard Symonds, London, 1949.) This civiliza- 
tion was probably overwhelmed by Aryan invaders somewhere between 2000 and 
1500 B.C. Section 1 of this chapter draws on the latter book, which provides a 
fairly comprehensive review of the history of the Muslims in India and events 
leading up to Partition. 
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tribes have come and gone. It has been occupied by peoples of 
diverse cultures and faiths,1 of which the Muslim dates from as 
recently as the eighth century. The first Muslim invasion was in 
A.D. 712, when a punitive Arab force sent by the Governor of 


Basra under Muhammad bin Qasim sailed up the Indus and is’ 


reported to have reached present-day Multan in the Punjab. 
‘Three centuries later Muslim conquerors were pouring into the 
sub-continent from the north-western passes and successive 
waves of ‘Turkish, Afghan, Persian, and Turco-Moghul adven- 
turers systematically conquered and settled the sub-continent. 
Muslim power in India reached its widest expanse under the 
Moghuls (A.D. 1526-1707), when it covered much of what is now 
India, Pakistan, and Afghanistan. 

In the train of these armies, and often preceding them, came 
intrepid missionaries, ‘and it is more to their persuasion ... than to 
the sword that the people of Western Punjab owe their faith in 


Islam’.* This was clearly evident in the conversion of large masses | 


of the population in the extreme eastern parts of the sub-continent, 
which now forms East Pakistan. Some of this region came under 
the influence of Arab voyagers and traders in the seventh century 
—long before the armies of Ikhtiar-uddin Muhammad bin 
Bakhtiar reached it in A.D. 1199 and found a large Muslim popu- 
lation.? “Ihe Muslims were generally tolerant rulers and except 
for the north-western and eastern parts of the sub-continent where 
the Muslims settled in large numbers, the Muslim settlements 
were mainly along the major lines of communication and Islam 
never penetrated widely into Central or Southern India.’* A 
majority of the population remained Hindu. 

The long period of Muslim political hegemony in the sub- 
continent was drawing to a close by the end of the seventeenth 

1 Among the cultures to which this region was probably exposed before the 
advent of Islam, the following have been enumerated (in historical order): 


Chalcolithic, Aryan, Greek, Buddhist, the Sakas, the Kushanas, and the White 
Huns of Central Asia. (Cf. Census of Pakistan, 1951, Vol. 1, p. 23.) 

2 Sir E. Maclagan: District Gazetteer of Multan, 1902. 

3 “To these poor people—fishermen, hunters, pirates, and low-caste tillers 
of the soil—Islam came as revelation from on high. It was the creed of the 
ruling race; its missionaries were men of zeal who brought the gospel of the 
unity of God and the equality of men in his sight to a despised and neglected 
population.’ T. W. Arnold, The Preaching of Islam, quoted by Ikram and Spear, 
Op. Cit., pp. 1-2. 

4 Symonds, ibid. 
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century, and with the death of Aurangzeb in 1707 the Moghul 
Empire was beset with assaults from Central Asian invaders as 
well as rebellions by the Marathas and Sikhs within the sub- 
continent. In addition, English, French, Portuguese, and Dutch 
traders were permitted to establish trading settlements as early 
as the end of the fifteenth century in some cases. These trading 
settlements sometimes served as bases of military operations, so 
that by the early eighteenth century the British were emerging 
as the most successful foreign trading group. Defeating their 
European rivals, they turned to the disorderly successor states 
of the Moghul Empire. The Battle of Plassey in 1757 enabled 
the East India Company to establish a strong foothold in Bengal, 
after which British power spread throughout the sub-continent. 
A last stand was made by the Muslims in the ‘mutiny’ of 1857, 
and after it was suppressed the responsibility of government 
was assumed by the British Crown. Meanwhile, the ‘mutiny’ 
hardened British feelings against the Muslims, leading to their 
systematic displacement from all administrative positions in the 
police, the courts of law, magistracy, army, and revenue offices 
which they had dominated for centuries. Hindus proved far 
more receptive to English education and were able to obtain a 
large representation in the subordinate services under British 
senior officers. From this long trail of neglect and discrimination 
the Muslims were rescued by the growing mellowness and 
confidence of the British Raj and by the efforts of a few Muslim 
leaders around the end of the century. Sir Syed Ahmed Khan 
(1817-98) successfully brought about the beginning of an ad- 
justment of Indian Muslims to Western ideas, culminating in the 
establishment of the Muslim University at Aligarh in 1877, where 
education in English was imparted to Muslims for the first time 
as part of a curriculum that included religious instruction. 
Three-quarters of a century later, the political and administrative 
leadership that was to create Pakistan drew heavily on Aligarh. 
Sir Syed Ahmed also successfully insisted upon the need for 
separate nominations for Muslims in self-governing institutions, 
on the grounds that in a population characterized by. sharp 
religious distinctions as in India, with progress in modern educa- 
tion not equally widespread, the Hindus would totally override 
the interests of the smaller and less educated community, the 
Muslims. He was followed by several other leaders of whom 
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perhaps the most noteworthy is Mohammed Iqbal (1873-1938), 
poet and philosopher, who was the first personality to propound 
the idea of a separate homeland for the Muslims of India. The 
idea was to be whipped into reality by the leader of the Muslim 
League (founded in 1906 in Dacca), Mohammed Ali Jinnah 
(1876-1948), after prolonged political struggle. 

Contiguous Muslim-majority areas in the north-western and 
eastern ramparts of the sub-continent were placed together to 
form a new nation-state, Pakistan, on 14th August 1947. Pending 
the adoption of a Constitution, the country operated under 
transitional constitutional arrangements laid down in the Govern- 
ment of India Act, 1935 (as amended and adapted). On 23rd 
March 1956, exactly sixteen years after the moving of the historic 
‘Pakistan’ Resolution by the Muslim League, an ‘Islamic Re- 
public of Pakistan’ was inaugurated. 


2. THE CONSTITUTION 

The constitution set up a federal republic, with a President 
elected by the National Assembly and a Provincial Assembly 
in each of the two provinces—East Pakistan and West Pakistan. 
A President may not serve more than two terms. His powers are 
considerable, and in particular they include the right to suspend 
the ordinary guarantees of the constitution, and much of the work- 
ings of either the Federal or a Provincial Government when, in 
his judgement, such suspension is necessitated by a ‘grave emer- 
gency as defined in Part XI of the Constitution. He may send 
bills back to Parliament, which may, however, pass bills over 
his veto. He may be impeached by a vote of three-fourths of the 
total membership of the National Assembly. 

The unicameral National Assembly operates along the familiar 
British pattern of a cabinet under a Prime Minister acting with 
collective responsibility. Each of the two provinces has a Governor 
and a Provincial Assembly, with duties and responsibilities 
analagous to those of the President and the National Assembly. 
The Federal Government is responsible for defence, external 
relations, banking and currency, foreign trade, while economic 
and social planning are on a Concurrent List. Primary responsi- 
bility for law and order, railways, roads and inland waterways, 
‘nation-building’ and similar activities rest with the provinces, which 
are given a wide measure of autonomy. Residuary powers rest in 
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the provinces, but in case of conflict between Federal and Pro- 
vincial law, the former prevails. 

The Supreme Court has the right to interpret the constitution- 
ality of laws, and is set up as an independent body, thus giving 
Pakistan a threefold system of checks and balances somewhat 
similar to the American system. 

Although Pakistan is an ‘Islamic Republic’ the rights of religious 
minorities are specifically and emphatically affirmed, including 
the right not to be taxed for the support of any religion other 
than their own, and ‘the right to profess, practice, and propagate 
any religion’. Muslims may be taxed to provide teaching in the 
Holy Quran for Muslims, and for other religious purposes. 

Receipts of the Federal Government are divided into the 
Federal Consolidated Fund and the Public Accounts of the 
Federation. ‘The former consists of all revenues, receipts from 
loans, and repayments of loans, and the latter of remaining in- 
come heads. Perhaps of interest is the provision, in Article 64, 
that certain items constitute statutory charges on the Federal 
Consolidated Fund, while Article 65 provides that such charges 
shall not be subject to the vote of the National Assembly. ‘The 
principal items in question consist of the remuneration of the 
President and his office, the Judges of the Supreme Court and 
other high officials, as well as administrative expenses relating 
to the Supreme Court, the Federal Public Service Commission, 
the Comptroller and Auditor-General, &c. In addition, payment 
of debts owed by the Federal Government are not subject to 
National Assembly action. 

Of possibly great importance to the economy of Pakistan is 
the provision that at intervals not exceeding five years the 
President shall appoint a National Finance Commission, consist- 
ing of the Ministers of Finance of the Federal Government and 
of the Provincial Governments and certain other persons.1 Also 


1 According to Article 118 of the Constitution: 
(2) It shall be the duty of the National Finance Commission to make recom- 
mendations to the President as to: 
(a) the distribution between the Federation and the Provinces of the net 
proceeds of the taxes mentioned in clause (3) 
_ (8) the making of grants-in-aid by the Federal Government to the Govern- 
ments of the Provinces; 


(c) the exercise by the Federal Government and Provincial Governments 
of the borrowing powers conferred by the constitution; and 
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of considerable potential significance in the economic sphere is 
the National Economic Council, consisting of four Ministers of 
the Federal Government, three Ministers of each Provincial 
Government and the Prime Minister, as Chairman. According to 


Article 199: 


(2) The Council shall review the overall economic position of the 
country and shall, for advising the Federal and Provincial Govern- 
ments, formulate plans in respect of financial, commercial, and econo- 
mic policies; and in formulating such plans, the Council shall aim at 
ensuring that uniform standards are attained in the economic develop- 
ment of all parts of the country. 


3. POLITICAL DIVISIONS 

Pakistan is unique in its physical division into two far-flung 
units, separated at its closest points by over 1,000 miles of Indian 
territory. West Pakistan stretches from latitudes 24° to 37° N 
and longitudes 62° to 75° E. East Pakistan lies between the 
parallels 88° and 92° 30’ E and the latitudes 20° 45’ and 26° 30’ N. 
West Pakistan consists of the western part of the province of 
the Punjab, in undivided India, the North-west Frontier Province, 
and Sind, the centrally administered parts of Baluchistan, the 
federal capital area of Karachi, and the tribal areas of the Frontier; 
the princely states Bahawalpur, Khairpur, the Baluchistan States 
Union, and the states in the Frontier regions (Dir, Swat, Amb and 
Chitral). In October 1955, these administrative units, with the 
exception of the Federal Capital, were merged into the single 
province of West Pakistan, with its capital at Lahore. East 
Pakistan consists of the eastern part of the province of Bengal, 
in undivided India, plus the Sylhet District of Assam. East 
Pakistan’s border is chiefly with India, on three sides, although 
there is a 174-mile border with Burma, in addition to 445 
miles along the Bay of Bengal. West Pakistan borders Iran, 


(d) any other matters relating to finance referred to the Commission by the 
President. 

(3) The taxes referred to in paragraph (a) of clause (2) are the following taxes 
raised under the authority of Parliament, namely: 

(a) export duty on jute and cotton, and any other specified export duty; 

(6) taxes on income other than corporation tax; 

(c) specified duties of Federal excise; 

(d) taxes on sales and purchases; 

(e) any other specified tax. 
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Afghanistan, Kashmir and India, with a large frontage on the 
Arabian Sea. 

Since the present study pertains mostly to the pre-unification 
period, the material has for the most part been arranged according 
to the earlier administrative units. The new Province of West 
Pakistan has the following ten Divisions: (1) Peshawar, 
(2) Dera Ismail Khan (these two roughly correspond to the North- 
west Frontier Province), (3) Rawalpindi, (4) Lahore, (5) Multan 
(these three roughly correspond to the Punjab), (6) Bahawalpur, 
(7) Khairpur (covering the princely state of the same name and 
parts of Upper Sind), (8) Hyderabad, (9) Quetta, and (10) Kalat 
(these last two roughly corresponding to Baluchistan) (Table I). 
To the north and east of West Pakistan lies the disputed territory 
of the state of Jammu and Kashmir! and the agencies of Gilgit 
and Baltistan. Prior to the unification of West Pakistan the basic 
unit of administration in both wings of the country was the 
District, headed by the Collector or Deputy Commissioner who 
had both revenue and magisterial functions.? Within the Districts 
there were administrative sub-areas known as sub-divisions in 
East Bengal, talukas in Sind, and ¢ehsils in all other provinces. In 
a populous region like Bengal the sub-divisions were often as 
heavily populated as the Districts elsewhere, and had to be further 
divided into thanas or police stations. At the lowest level was the 
village with the patwari or qanungo as the official functionary 
of the revenue-collecting authorities. The villages had self- 
governing bodies known as panchayats presided over by the 
village headmen. Several villages might be grouped into district 
or union boards in the rural areas and municipalities in the urban 
communities, but these were essentially local self-governing 
bodies and had no direct connection with the representative bodies 
at the provincial or federal levels. 


1 The future of this state, with 3-9 million population in 1941, is the subject 
of a dispute which was referred to the United Nations in 1947. The U.N. 
arranged a cease fire on 1st January 1949. Areas lying on the Pakistan side of 
the cease-fire line are administered by the Azad Kashmir Government with 
headquarters at Muzaffarabad. 


2 In the Punjab and East Bengal the districts were grouped into divisions 
under Commissioners with certain supervisory and appellate powers. In the 
integrated province of West Pakistan, the Divisional Commissioners have been 
given wide-ranging judicial and executive functions so that the fulcrum of 
administrative power may be said to have shifted from the District to the 
Division. 
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Table I 


AREA AND POPULATION 


Area and Population—Population Density and Urban Population by 
Commissioner’s Divisions—1951 Census of Pakistan 


Federal Capital Area | Population . Urban 
Area and in in thousands ee population 
Commissioner’ s Sq. iv Law) ete nod aiilees aie (Per- 
Division miles Total Male ae centage) 
Pakistan: (a) 364,737 75,942 40,299 208 10°4 
Karachi: Federal 
Capital Area 812 1,126 646 | 1,387 94°9 
West Pakistan (exclud- 
ing Karachi, F.C.A.): | 309,424 32,653 17,524 105 15°2 
Peshawar 27,536 5,088 2,669 184 8-9 
Dera Ismail Khan 21,261 2,085 I,III 98 9°8 
Rawalpindi 11,855 3,879 2,056 227 155 
Lahore 9,119 5,340 2,887 586 28°7 
Multan 16,761 6,953 3,712 415 nao 
Bahawalpur 32,443 3,205 1,736 98 10°! 
Khairpur 20,449 2,586 1,422 126 12°4 
Hyderabad 35,998 2,342 1,287 65 16:2 
Quetta 35,027 585 330 14 20°9 
Kalat 98,975 589 314 6 3°8 
East Pakistan: 54,501(b)| 42,063 22,039 777(b) 4°4 
Chittagong 16,588 11,746 6,160 708 4°3 - 
Dacca | 15,595 16,253 8,519 | 1,042 4°9 
Rajshahi 21,958 14,064 75359 641 3°9 


Source: Census of Pakistan (hereafter referred to as Census, 1951) 
Notes: (a) Excluding Jammu and Kashmir, Gilgit and Baltistan, Junagadh 
and Manavadar. 


(6) Density has been calculated excluding large river area of 360 sq. 
miles which is included in area figures shown against East Pakistan. 
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4. GEOGRAPHICAL BACKGROUND 


The province of West Pakistan can be broadly divided into 
three distinct geographical regions, with several sub-regions: 
(1) the mountainous north and north-west, (2) the table-land of 
Baluchistan to the west of the mountain-wall, and (3) the plains 
of the Indus River Basin.? 

(1) The mighty Himalayas form the international boundary 
of West Pakistan in the north; a western extension, the Hindu 
Kush, separates it from Afghanistan, and marching southwards 
to the sea is a tangle of hills that merge almost imperceptibly 
into the Sulaiman and Kirthar Ranges. Shaped like festoons, the 
ranges are convex to the plains and separate the table-land of 
Baluchistan almost completely from the Indus Plain. The 
mountain-wall is pierced by several passes—the historic Khyber, 
the Bolan, and the Gomal—which afford access to neighbouring 
lands and through which trading caravans and conquering armies 
have passed through the centuries. The entire mountain region 
is composed of young and soft sedimentary rock and covers an 
area of approximately 171,000 square miles or almost half the 
area of the province. 

A distinct sub-region is constituted by the ‘North-west Dry 
Hills’ situated between the foothills of the Himalayan tangle and 
the Salt Range to the east which overlooks the fertile plain of the 
Punjab. The sub-region is cut through by the River Indus. The 
Cis-Indus area is mostly a sandy plateau (of Attock), while the 
Trans-Indus area is composed of (a) the hills of the north-west 
frontier and (5) the fertile plains of Peshawar, Bannu, and D.I. 
Khan. These plains are extensively irrigated by canals drawn from 
the Kabul, Swat, and Kurram Rivers, and are well-wooded and 
intensively cultivated. Where irrigation is not possible, ‘there 
are broad stretches of rough stony ground with deep gullies cut 
by flood waters from the hills’. Similar conditions are en- 
countered in the ‘barren, treeless hills’ to the west of the plains. 
This is the inhospitable tribal belt inhabited by (erstwhile) war- 
like clans, such as the Waziris, Afridis, Aurakzais, &c. There are 
a few fertile valleys, such as the upper part of the Kurram Valley 


1 The text draws on L. Dudley Stamp’s Asia, and Census, 1951, Vols. 1-8. 
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in which nestle little hamlets and sometimes forests of pine; some 
of the hillsides in the valleys are covered with grass and support 
large flocks of sheep. 

(2) Lying outside of the mountain-wall and ringed by it on 
three sides is the arid plateau of Baluchistan. Its southern 
boundary is the Makran coast on the Arabian sea. The altitude 
of the plateau varies from 1,000 to 3,000 feet above sea level, with 
peaks of over 6,000 feet in the surrounding mountains. It is 
largely barren country, desert, and stony plain, condemned by 
lack of water and subject to extremes of heat and cold. There 
are no large rivers but ‘short rushing torrents which flow after 
the rains only, draining into shallow lakes . . . which also dry up 
in the summer’. A little cultivation is possible from the flood- 
waters of such mountain streams or from underground water 


channels (known locally as karez). Where the soil is alluvial . 


as many as three crops and many kinds of fruit may be grown. In 
the south-west corner, the land includes fragments of the Indus 
Plain, but it is not directly drained by that river. The population 
is largely nomadic, migrating to the mountains to avoid the 
scorching summer heat, and returning in the cold season to the 
alluvial plains in search of pasture for their sheep, goats, cattle, 
camels, and horses. There is a little fishing along the coast— 
some of the finest fishing-grounds of the sub-continent are 
reported here. 

(3) From the foothills of the Himalayas in the north-east and 
the Salt Range in the north-west, the plains of the Indus Basin 
stretch to the Arabian Sea. Everywhere alluvial in formation, 
the upper plain is composed of the detritus deposited by the 
Indus and its eastern tributaries: Jhelum, Chenab, Ravi, Beas, and 
Sutlej—which give the Punjab (land of the five rivers) its name. 
The lower plains of Sind are partly built from the alluvium 
brought down by the Indus and partly formed by the arm of a 
shallow sea which is known to have covered the region in past 
geological ages. The plain slopes very gently from north to south; 
the average altitude is between 400 and 600 feet in the upper 
region and under 300 feet in the lower regions. ‘Towards the east 
and the south the land begins to rise gradually and ‘becomes 
drier and drier until it passes into the barren wastes of the Great 
Indian (Thar) desert’. The greater part of Bahawalpur falls with- 
in the desert and is cavered by sand dunes known as Rohi or 
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Cholistan. In the south-west the delta of the Indus is still in 
process of formation and though excellent pasture land, full of 
lakes and streamlets, the region is almost entirely uninhabited. 

The rivers of the Indus Plain are perennial and are constantly 
fed by the snowfields in the Himalayas from which, with the 
exception of the Sutlej, they take their rise. In the summer 
season, when heavy rain is falling in their catchment areas, the 
rivers are often flooded. As the monsoon recedes, the discharge 
in the rivers falls away, being reduced to a minimum in the winter 
months. Between the rivers there are usually flat, alluvial 
irrigated plains (known as Doabs); but where the land rises 
even a little (as in the Sagar Doab between the Indus and 
Jhelum-Chenab), irrigation is rendered difficult and a ‘scrub 
covered waste takes the place of fertile fields’. "The most impor- 
tant river, from which the region takes its name, is the Indus 
which rises in Tibet and flows for over 2,500 miles until it reaches 
the Arabian Sea, 110 miles south-east of Karachi. The first river 
to the east of the Indus is the Jhelum; it rises in Kashmir and has a 
catchment area of over 13,000 square miles. Next is the Chenab 
which rises in the Indian Himalayas and flows into Pakistan from 
Kashmir; it has a catchment area of 10,500 square miles and 
because of its central position in the fan of the river-system 
has been called the jugular vein of Pakistan’s irrigation. The 
Ravi and Sutlej, with the latter’s tributary the Beas, enter the 
country directly from Indian territory. While they flow into 
the Indus, the five Punjab rivers do not do so singly or separately. 
The Jhelum and Chenab are joined at Trimmu; the Ravi meets 
them a little lower downstream near Sidhnai to form the “Trimab’. 
The Sutlej and the Beas enter Pakistan as a combined stream and 
after following a southerly course flow into the “Trimab’ at Uch in 
Bahawalpur. ‘The combined stream, known as the Panjnad, then 
flows into the Indus at Mithankot. From there on, the Indus 
flows to the sea, majestically alone. Before meeting the Punjab 
rivers, it has already received the waters of the north-western 
rivers (the Gilgit, the Kurram, and the combined Swat-Kabul) 
on its right bank. Below Mithankot it gathers several minor 
tributaries of Sind. In its lower reaches, the course of the Indus 
is apt to become treacherous; floods during summer are not 
uncommon and while they enrich the soil considerably, they also 
cause heavy losses in life and property. 
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The rivers of the Indus basin are the only source of water for 
the region; without irrigation from them, West Pakistan would 
be largely desert. The climate is hot and dry. More than half 
of the region receives less than 10 inches of rainfall annually and 
most of the balance receives less than 20 inches, an amount far 
below the minimum required to support agriculture under the 
climatic conditions of this area. 

West Pakistan lies wholly outside the tropics and although its 
climate is generally classified as “Tropical Monsoon’, it is in fact 


‘Continental’ in its characteristics. Rainfall is low and both 


diurnal and annual ranges of temperatures are considerable. 
During the summer, day temperatures are everywhere very high 
in West Pakistan; the mercury often rises to 100°F. and the mean 
July temperature is above go°F. Some points in the area (e.g. 
Jacobabad), have the reputation of being among the hottest 
places in the world. Due to dry atmosphere and clear skies, 
insulation is very great even on the mountains so that they are 
not much cooler than the adjoining plain. At night the tempera- 
tures fall rapidly, often by more than 20°F. 

Because of intense heat in the area, there is a brisk activity 
of convectional currents in the atmosphere and the region becomes 
a pronounced low-pressure area. It is this low-pressure area 
which is responsible for attracting winds from the surrounding 
oceans. But this region itself benefits but little from the moisture- 
laden winds it provokes, for by the time they reach this area, they 
are almost exhausted of their content. Some parts of West 
Pakistan receive as little as 5 inches of rainfall annually. Summer, 
then, is the season of intense heat, violent dust-laden winds, low 
humidity, and great aridity. 

In winter, the cold is relatively intense. The mean January 
temperature is everywhere below 55°F.; it is much lower in certain 
parts. In the dry, hilly region of west and north-west, frost is 
by no means infrequent and sometimes temperatures remain below 
the freezing-point for days. The diurnal range of temperatures is 
again considerable. Due to the cold in this season, the region 
becomes a high-pressure area and anticyclonic conditions prevail. 
Winds, therefore, disperse outwards and rains from the neigh- 
bouring sea are therefore out of the question. The winters in 
West Pakistan would be almost completely dry were it not for 
the depressions which enter it from the west. ‘These depressions 


| 
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originate over the Mediterranean Sea and sometimes succeed in 
surmounting the great chains of mountains in the west to reach 
the area. As a result, a certain amount of winter precipitation 
occurs. In parts of N.W.F.P. and Baluchistan precipitation often 
assumes the form of snow which covers the ground for weeks 
together. The amount of precipitation is naturally small and 
decreases steadily toward the south and east. Thus winter is a 
season of considerable cold, large diurnal range of temperature, » 
little rain, and comparative calm with low humidity. 

Irrigation permits the growing of a variety of crops. Wheat, 
the staple food of West Pakistan, is sown in the autumn (October- 
November) along with barley and oilseeds, and harvested in April- 
May. Rice, corn, millet, and cotton are the summer crops, planted 
in April-June and harvested in October-December. Other crops 
do not fall strictly into the two seasons, such as sugar-cane 
which is sown in March and harvested in December. Fodder crops 
of different types are grown in accordance with the needs of the 
domestic animals throughout the year. 

East Pakistan is a deltaic region formed by two of the largest 
rivers in Asia, the Brahmaputra and the.Ganges (known in their 
Bengali lower reaches as the Jamuna and the Padma respectively). 
It_is a vast. alluvial plain with some_hilly.country..in.the..east 
and north-east and with the foothills of the Himalayas to the 
north. The Lushai Hills in the east send out three ranges, the 
Saraspore, Langtarai, and Atharamur, remarkable for their 
succession of long parallel ranges separated by deep valleys. 
The ranges are low, their altitude generally not exceeding 1,000 
feet above sea level. Since the watersheds are almost_in_the 
middle, small river-streams flow either due north. or. south. 
The inter-range valleys are thickly covered with alluvium deposits 
made by these streams and are very fertile. ‘Tea is an important 
crop that grows along the slopes of the hills with rice inthe 
valleys. ‘The Lushai Hills continue southwards through Assam 
(India) and re-appear as the Chittagong Hills. The strike of the 
ranges is again regularly north-south, but altitudes are greater, 
some of the peaks rising more than 3,000 feet. The entire hilly 
region of the province stands in the track of the monsoons; rain- 
fall is heavy and vegetation is dense, with evergreen forests, seh 
are virtually impenetrable in several parts. Large areas are, how- 
ever, being systematically destroyed by the hill tribes through 
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a rather improvident form of cultivation, known as ‘slash and 
burn’ (see Chapter V). 

, Ihe greater part, or over nine-tenths, of the province..is 
[essentially low, flat country with cultivated fields stretching ‘for 
‘hundreds of miles interspersed with villages nestling _ amidst 


| bamboo clumps, mango and jack-fruit gardens and timber fuel ; 


trees. The monotony is broken by coconut, palm, and_betel- 
nut trees in the coastal districts.’1 Vegetation is extensive but 


the thick deciduous forests of the plains have shrunk as the land | 


has been cleared to make room for cultivation as population has 
grown. Near the sea, however, are the Sunderbuns, extensive 
swamp forests which furnish timber and firewood. ‘Towards the 
south, ‘the great rivers are still actively building up their deltas... . 
In the high-water season, a great part of the area is flooded. and a a 


ee ina 


| alluvial deposits which thats accumulated as a result of the active 
| aggradational work of the numerous streams that traverse it. 
| The relief of the plains is generally low, so low indeed that were 


the waters of the Bay of Bengal to rise by only a few feet, most 
of the province would be submerged. In some of the coastal 
areas, there is, in fact, a real problem of protecting good cultivated 
lands from the ingress of saline waters which damage crops.? 
However as one proceeds north and east, the plain imperceptibly 
becomes rolling country, known as the Barind, stretching from 
Rajshahi and the Brahmaputra (Jamuna) through the Madhupur 
Jungle of Mymensingh and Bhawal-Pargana of Dacca. 


1 Census, 1951, Vol. 3. A village in East Bengal, unlike West Pakistan, ‘is 
not a close collection of houses. The ‘‘village area”? may contain several 
clusters of homesteads, each surrounded by a moat and enclosed by its 
gardens with fruit and fuel trees.... The groups of houses are known as 
Paras, each... has its own name, and around them lie the rice and jute 
fields which are also part of the village area.... Every Para is to some extent 
a social unit.’ 


2 Stamp, op. cit., p. 293: ‘It is a typical delta region, covered by a network of 
streams and creeks. Boats take the place of carts; there are few roads and few rail- 
ways. In the rains only the river banks and the artificial mounds on which stand 
the houses appear above the water. It is impossible to go from one village to the 
next, or even from one house to another, without a boat or a raft or something 
which will float. Yet it is a fertile region, producing enormous quantities of 
rice and jute, as well as, curiously enough, a healthy region inhabited by a dense 
population.’ 


3'The problem is found in ‘some southern thanas of Khulna, Bakerganj, 
Jessore, Tipperah, Noakhali, and Chittagong’ (Census, 1951, Vol. 3, p. 8). 


| 
| 
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The ‘real pride’ of East Pakistan is its magnificent system of 


rivers. As mentioned earlier, the two largest rivers of the sub- 


continent traverse the province and together with their branches 
and tributaries criss-cross the entire region. In their lower 
reaches they meet in the River Meghna (known in its northern 
reaches as the Surma)+ near Chandpur. The combined river then 
flows to the Bay of Bengal, ‘opening out like a fan into several 
channels with large islands at their mouths’? and shooting out 
‘a number of branches that carry spill water to several districts 
of the province.’? Another system of rivers once flowed through 
northern Bengal also but ceased to function in 1787 when the 
Teesta changed its course suddenly after an earthquake. This 
area and a part of central Bengal is a land of ‘dead or dying 
rivers’, and silt-bearing waters no longer flow through the numer- 
ous channels in the region; their place has been taken by large 
swamps and inland lakes, called beels or haors. When there are 
heavy rains in the Himalayas, ‘enormous spates of water rush 
through the narrower and shallower streams’ of this and other 
regions, and the surrounding countryside is inundated by severe 
floods. Despite these periodical rampages, the rivers of East 
Bengal ‘contribute richly to the life and wealth of the province’. 
In_ addition to enriching the soils regularly with deposits of silt, 
they are a source of abundant fish, which with rice forms the staple 
diet of the people; they also function as the arteries of a wide- 
spread internal waterway system, providing a relatively inexpen- 
sive and in many areas, the only, feasible means of surface 
communications for the province (see Chapter XIII). 

East Pakistan has a typically tropical monsoon climate. ‘Temper- 
atures remain uniformly mild, both the diurnal and annual 
ranges being restricted perterally within 65°F. to 75°F. Rainfall 
is fairly heavy with an average for the province of 67-81 inches, 
though the highest is 255-67 inches in Sylhet district; it increases 
from west to east and is highest in the north-east hilly region. 
Most_of the precipitation occurs during the monsoon period 


from mid- -May to mid- September; the immediate pre-monsoon 


1 The River Surma rises in the Assam Hills and flows through Sylhet; the 
Gumati, coming down from the Tripura Hills, isan important tributary (Census, 
rst, Vol. 3; p. 6). 

2 Ibid. 3 Ibid. 

4 The districts, parts of which are subject to heavy floods, are Rangpur, Pabna, 
Rajshahi, Kushtia, Khulna, Mymensingh, Faridpur, and Tipperah (ibid., p. 10). 
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period is often marked by severe localized storms, including hail- 
storms. ‘The monsoon gales originating in the Bay of Bengal 
often bring grave havoc in the coastal districts and sometimes 
as far inland as Faridpur and Tipperah.1 The concentrated pre- 
cipitation in only a part of the year has created need for irrigation, 
if rabi crops are to be grown. However, there is little of it at the 
present time and it is confined to crude methods of lifting water 
from tanks, wells, and beels in some areas. 


The climate has favoured the development of a rice-jute. 


agriculture in the province. Of a total of 24 million acres under 
cultivation, over 21-5 million acres are sown to rice while jute 
and tea occupy another 2 million acres, In addition, the region 
grows small quantities of tobacco, sugar-cane, linseed, sesame, and 
pulses. 


5. BASIC ECONOMIC PROBLEMS 

The description of the geographical features of the Pakistan 
economy provides the background for a consideration of its basic 
problem, poverty, as indicated by the low per capita real income 
of the population which is in the neighbourhood of Rs. 240 per 
annum.” ‘This is not only a very low level compared with relatively 
more advanced countries of the West but is low ‘even by Asian 
standards’.* A heavy and growing pressure of population on a 
limited and under-developed resource-base is the root cause of this 
abysmal poverty, along with techniques of production which are 
not very efficient, although considerable progress is being made. 
The rest of this chapter attempts to bring the problem and its 
ramifications into sharper focus. It serves to give perspective 
to the discussion of individual parts of the economy in following 
chapters, and the efforts being made to raise per capita incomes 
through economic development. 

Table II shows the trend in Pakistan’s national income at 


constant prices over the period 1949-50 to 1954-5. Of the total 


1 Census, 1951, Vol. 3. 

2 Since 31st July 1955, $1.00 =Rs. 4762; prior to that date, $1.00 =Rs. 3°309. 

3 Edward S. Mason: Promoting Economic Development: The United States 
and South-Eastern Asia (Claremont, California, 1955). Chapter 3 of this 
excellent brochure takes Pakistan as a case-study and treats with sobriety and 
distinction the facts and issues concerned with Pakistan’s resources, develop- 
ment policies, and political situation as elements in an assessment of the 
country’s growth problems in relation to U.S. interests. 
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income of roughly Rs. 19,500 million, just over 60 per cent. is de- 
rived from agriculture, clearly indicating the predominantly rural 
character of the economy. More than 90 per cent. of the popula- 
tion (almost 96 per cent. in ‘the eastern wing) live in the 96,000 
villages of the country. T'wo agricultural crops, raw jute and raw 
cotton, contribute over 80 per cent. of the country’s foreign 
exchange earnings and through customs revenues constitute 
major factors in the country’s revenues. The chief food crops, 
rice and wheat, cover over two-thirds of the total cultivated 
acreage and permit an uneasy self-sufficiency of cereal supply 
in years of normal crops. In years of drought or flood, not un- 
common occurrences, failure of crops leads to contraction of 
real incomes and aiinncs heavy strain on foreign exchange resources. 

Following agriculture, the next largest sectors are ‘wholesale 
and ‘retail trade’ with roughly 10. percent. and ‘services’ with 
8-6 per cent. of the national income. Manufacturing and rental 
incomes account for 7 per cent. and 6 per cent, _Tespectively. 
Income derived from the manufacturing sector increased from 
Rs. 1,191 million to Rs. 2,189 million, between 1949 and 1956, the 
largest increase of any sector in absolute terms, but of relatively 
restricted significance in the total income structure. ‘The contribu- 


tion of Government also rose steadily over the period from 4°8 per 


cent. to over 5°5 per cent. suggesting the growing share of 
public-sector activities in the development of the country. Other 
sectors—utility services, banking and insurance, mining—pro- 
vided only marginal contributions, but their percentage shares 
have been rising. Beside reducing excessive dependence on 
agriculture, these trends reflect the gradually broadening base 
of the economy. It must be emphasized, however, that only a 
set of trends is being discussed here. This must continue and 
gather momentum over the years before it can result in a signifi- 
cant change in the structure of the economy, which must therefore 
remain almost entirely agricultural in the foreseeable future. 
Table II also indicates that between 1949-50and 1954-5, national 
income has risen from Rs. 17,238 million to Rs. 19,857 million. 
The rise has not been steady and has been compounded of several 
divergent trends, reflecting some of the major vicissitudes through 
which the economy has passed. To start with, the influx of 
approximately 7 million refugees, along with the departure of 
a somewhat smaller number of residents, produced economic 
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hardships and dislocations which seemed almost insurmountable. 
‘The departing refugees had largely. monopolized important urban 
occupations, government. services, .trade,. money-lending, and 
the _ professions generally, whereas the incoming refugees were 
mostly agriculturists or small craftsmen; moreover, many of the 
agriculturists were not ordinarily familiar with the type of 
irrigation farming they were called upon to undertake in their 
new surroundings. Disastrous floods also occurred to increase 
their difficulties. 

With considerable determination and fortitude, a fledgling 
administration tackled the problems of rehabilitation; the new 
immigrants learned new occupations and generally adjusted 
themselves to their changed conditions. By 1949, the economy 
was gaining strength when the exchange-rate difficulties preci- 
pitated by India in September 1949 led to a prolonged trade war 
and dislocation. However, this phase was to prove short-lived. 
With the outbreak of the Korean War in the middle of 1950 anda 
concurrent short fall in the U.S. cotton crop there was a sharp 
increase in the export prices of the country’ s major foreign 
exchange earners; a favourable movement in the country’s terms 
of trade meant a significant improvement (of Rs. 187 million in 
1950-1 and Rs. gg million in 1951-2) in the real incomes of the 
population. At the same time, the commodity boom injected 
substantial inflationary tension into the economy which was 
partly relieved by government decisions to ‘fund’ the revenue 
surpluses achieved in the central budget from buoyant customs 
revenues; there was also a heavy inflow of imports of consumer 
goods and a private investment boom permitted by a liberalized 
import licensing policy. 

Towards the end of 1951, export prices began to decline whereas 
the flow of imports eaiuaed with a resultant adverse balance 


of payments and a massive pressure on real incomes which were 


pumped out, as it were, from the economy. In 1952-3, the loss 
of income was Rs. 301 million; it was Rs. 526 million in 1953-4 
and Rs. 278 million in 1954-5. 

Drought conditions in West Pakistan in 1952-3 greatly accentu- 
ated difficulties in the external sector. By the end of 1952 imports 
were sharply curtailed and 1953-4 produced bumper crops in 
both wings of the country which helped to offset the pressure 
deriving from deteriorating terms of trade. However, it was not 
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before September 1954 that foreign payments were brought into 
balance with receipts, by which time the country’s foreign 
exchange reserves had been reduced to minimum levels. Since 
that time, however, continuing heavy imports of defence stores, 
development goods, and the auxiliary needs of newly established 
industries together with declining sales of raw cotton (consequent 
upon domestic utilization by a fast-growing textile industry), 
have contributed to a persistently acute foreign exchange situation, 
relieved only by substantial U.S. and other foreign aid. The 
effects of the devaluation of the Pakistan rupee in July 1955 have 
yet to work themselves out in the balance of payments and real 
incomes in the country. Meanwhile, a recurrence of heavy floods 
in both wings of the country in 1955-6 could only have adverse 
effects on national income which are only partially offset by 
improvements under manufacturing and other service sectors 
in the economy. 

With total incomes growing only gradually, the rise in per 
capita_incomes..is..critically. related..to. the..population factor to_ 
which we now turn our attention. According to the 1951 Census, 
Pakistan’s population was 75,842,000 of whom 42,063,000 were 
in East Pakistan and 33,780,000 in West Pakistan. The refugee 
population was given by the Census as 7,227,000 in the western 
and 699,000 in the eastern wing; this population was subject to 
natural increase as well as the continuing immigration from India 


of displaced Muslims.1 The natural increase of the total popula- 


tion was estimated at 1:5 per cent. per annum. The average 
increase between 1931 and 1951 was 1:25 per cent. per annum, 
but this period included the wartime Bengal famine and the great 
loss of life during the disturbances and migrations following the 
partition of the sub-continent. Even at the lower rate of annual 
increase, the Census estimated a population of go million by 
1965 and 100 million by 1971.2, Merely to maintain the present 


1 This inward movement was partly offset by an alleged continuing exodus 
of the Hindu minority community from East Pakistan. Widely conflicting 
figures of the emigration are provided by Indian and Pakistani sources. Accord- 
ing to the 1951 Census, there were 64,959,000 Muslims in the country, 4,349,000 
Caste Hindus (higher castes) and 5,421,000 Scheduled (lower) Castes. More 
than 95 per cent. of the Hindus were in East Pakistan. 

2 However, the rate of increase is bound to be higher in the future as death- 
rates decline in the wake of spreading health and sanitation improvements: 
the birth-rate is likely to decline much less, if at all, in the absence of any 
population planning. 
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unsatisfactory per capita income, in the face of the projected popula- 
tion increase represents a sizeable challenge, whereas the lightening 
of the burden of poverty obviously depends on a significant 
per capita increase. In the five years ending 1954-5 the increase 
was from Rs. 231 to Rs. 245 per capita since a 6-4 million 
increase in population partly offset a rise of Rs. 2,619 million in 
national income. ‘The Five Year Plan (1955-6 to 1959-60) calls 
for a I5 per cent. increase in national income over the period of 
the plan, whereas population is expected to increase by only 
74 per cent. Sober reflection on these figures, and on the tremend- 
ous efforts expected of the people of Pakistan, should prevent the 
serious student from assuming that prosperity for all is just 
around the corner. True, even the 14 per cent. net increase in 
per capita income per annum will mean a lessening of the human 
misery involved for millions at the bottom of the economic 
pyramid. — 

Thus, decades will be required to eradicate the basic causes of | 
poverty. The pressure of population and the results of its growth © 
have been examined in terms of per capita incomes. The analysis 
can be rendered more meaningful by probing deeper into such 
basic factors as the man-land ratio, the unit of enterprise, the 
existing distribution of wealth and income, relating these to the 
problems of the amounts of investment needed for economic © 
growth. a 

On the basis of the 1951 distribution of population, the average 
density of population per square mile was 777 in East Pakistan 
and 109 in West Pakistan. These figures however conceal large 
variations within each region. Even the provincial average 
makes the eastern wing one of the most densely populated 
agricultural regions in the world,! and 10 of the 17 districts 
in the province had a density figure higher than this average; 
4 had a density of over 1,000 of which the most crowded— 
Tipperah and Dacca—reached almost 1,500.2 As for West 
Pakistan, the Baluchistan Plateau which covers more than half 
the region’s area had a density of only 9 persons per square mile. 
More than half of its population is crowded into a high-density 


1 Cf. Statement 2-G, Census, 1951, Vol. 1, p. 33. 


2 In contrast, the Chittagong Hill Tracts had a density of only 57 per square 
mile, followed at considerable distance by Khulna (432), Dinajpur (544), and 
Rajshahi (608). Cf. Census, 1951, Vol. 3, p. 40. 
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section in the north-eastern area, constituted by the central and 
eastern parts of the Punjab and the three narrow plains of the 
north-west frontier, with a large part of the rest being settled 
along the irrigation canals. The density figures in relation to 


cultivated land are even more revealing: in East Pakistan, there. 


were 11,666 persons (rural population) per cultivated square mile, 
followed by 624 in the north-west frontier and 507 in the former 
Punjab.! 


Table III 
EcoNoMIc DISTRIBUTION OF TOTAL POPULATION 
West Pakistan Toutes sth) aa ‘ 
Total population: 33,703,000 fp aene 

Total Male | Female Total | Male | Female 

100 53°9 46°1 Population 100 52°3 ATF 

30°7 20°77 I‘O Civilian Labour 30°7 28°3 2°4 

Force 

2OaT 19°4 0'7 Agricultural 25°6 23°6 2°0 

10°6 10°3 0°73 Non-agricultural or 4°7 O°4 

o'9 o'9 — Self - supporting 0°3 o'2 ov! 


persons not in 
Civilian Labour 
Force 
68:4. 23-3 45°1 Dependants 69:0 23°8 45'2 
35°8 18°6 17-2 Children under 12 36°3 18-7 17°6 
years 
32°6 4°7 27°9 Dependants 12 32°79 Se 27°6 
years and over 


Source: Census, 1951, Vol. 1 (Statement 6-A), p. 102. 


The figures may be viewed from another angle—the ratio 
of agricultural workers to cultivated area. In 1951 the civilian 
labour force numbered 22-39 million or roughly 30 per cent. of 
the total population,? as shown in Table III. Of this number 
16-51 million, or roughly three-fourths, worked on the land,® as 
shown by Table IV, and of these again, 10°62 million were in 


1 Statement 2-L, Census, 1951, Vol. 1, p. 39. 

2 'This is explained by two factors: (a) the low proportion of women in the 
labour-force and (b) the high proportion of youth in the population. Females 
constituted 47°7 per cent. of East Pakistan but only 2-4 per cent. of the labour 
force, while the corresponding figures for West Pakistan were 46°1 per cent. 
and 1 per cent. respectively. Children under twelve comprised 35°8 per cent. 
of the total population in the West and 36-3 per cent. in the East. 

3 For purposes of comparison, the rural population roughly represents the 
persons depending upon agriculture, although in fact there is always a proportion 
of cultivators living in the small towns. (Statement 6-H, Census, 1951, Vol. 
I, Ps DIO.) 
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the eastern wing and 5-88 million in the west (excluding Karachi). 
Table V shows the relationship of land workers to cultivated 
area, the ratio being 2 acres per worker in East Pakistan and 5-4 
acres in the west. These figures are not strictly comparable due 


Table IV 
OccUPATIONAL DISTRIBUTION OF THE LABOUR FORCE, 1931-51 


East Bengal West Pakistan 
Economic Divisions 2 a a ae 


SS eee 


Total Civilian Labour Force (millions) 12°9 uate: 9°5 aay 
(a) (per cent.) | 100 100 100 100 
Agriculture (0) 82°6 yg fet) 66 59°7 
Fishery rs 1:0 Or 0*3 
Mining and Quarrying - o'r - 
Industry (c) 6-6 7-6 11's 21°8 
Trade and Commerce 3°9 6°1 6°8 7 bal 

Public Administration, Professions and 

Arts (d) 2°0 2°6 Br5 4°4 
Domestic and Personal Service 125 as 4:9 3°0 
Unclassified 08 2'2 ae 3°6 


Notes: (a) The 1931 figures for ‘millions’ are the approximate totals of 
Earners and Working Dependants, less the Army and economically 
inactive persons. The figures for Punjab and East Bengal are 
included on an estimated basis to allow for Partition. 

(5) Includes Cultivation, Pasture and Forestry. 

(c) Includes Manufacturing, Building and construction, Utilities 
(Electricity, Water supply, etc.), Transport (including Railways), 
and Post and T’elecommunications Services. 

(d) Includes Education, Medical, Police, and Governmental and 
Municipal services, Religion, Law, Letters, and Other Professions 
and Arts. 

Source: Census, 1951, Vol. 1 (Statement 6-F), p. 107. 


to differences in cropping intensity and out-turns. In East Pakistan, 
29 per cent. of the cultivated area is double-cropped, whereas 
in West Pakistan cultivation over extensive areas depends on 
supply of irrigation water which is adequate for only part of each 
holding in any given year.1 As the analysis of employment later 
in the chapter will show, the shortage of water enforces upon the 
West Pakistan cultivator roughly the same amount of under- 
employment as the scarcity of land does in East Pakistan. More- 
over, and this is clearly related to the question of the ‘economic 
holding’, the out-turn of the crops grown minimizes the differences 


1Sir Malcolm Darling: Report on Labour Conditions in Agriculture in 
Pakistan (Government of Pakistan Press, Karachi, 1955). 
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in pressure of population on cultivated area. It has been pointed out 
that ‘an acre of rice land produces from 50 per cent. to 100 per cent. 
more of food-grains than an acre of wheat land. . . . On this basis, 
2°5 acres per worker in East Pakistan can be regarded as equivalent 
of from 3°5 to 4°5 acres of the type of land available to the worker 
in West Pakistan. .. . This would make the pressure of population 
on the cultivated area equal in the two parts of the country.’! 


Table V 
LAND WORKERS 
Percentage Cultivated Land 
Total Land- pe 
‘ Land Land less Total 
Provinces Workers | Owners Bea Labour- | (1000 rae 
(000’s) % e ers acres) ( pac 
of acres) 
Pakistan 16,508 69:0 21°0 10°0 53314 3°2 
East Bengal 10,624 76°0 9°7 14°2 21.4717 2'0 
West Pakistan (a) 5,081 563 41°4 22 32,007 5°4 
Baluchistan and States 
Union 229 66-1 AOL 12°4 1,144 5°0 
N.W.F.P. Districts 640 66°8 27°8 5°4 2,840 4°4 
Punjab & Bahawal- 
pur State - 3,865 63°8 35°1 I'l 22,066 er) 
Sind & Khairpur 
tate 1,148 | 23°5 73°8 2°7 5,957 5°2 


(a) Excluding Karachi. 
Source: Census, 1951, Vol. 1 (Statement 6-H), p. r10. 


As Table V clearly shows, 10 per cent. of land workers were i: 
landless labourers while 21 per cent. were tenants, owning no 
land of their own. The remaining 69 per cent. were owners of I, 
part or all of the land tilled by them. No figures are available At 
showing the acreage occupied by purely owner-cultivators, owner- , 
cum-tenants, or tenants. Data on the size of holdings is scattered | 
and out of date and ordinarily makes no distinction between mt 
owner’s and occupier’s holdings. As a result, it is difficult to , 
determine how many cultivators were operating on ‘economic’ | 
holdings, which would provide a minimum standard of subsistence 
to the cultivator with a normal size family and without resort to a i. 
other means of employment besides cultivation. Obviously, & 


1Dr. S. M. Akhtar: ‘Basic Features of Pakistan’s Economy’ (Economics and 
Commerce, March 1955). i 
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the ‘economic’ holding would differ greatly according to whether 
it was a rented or owned one and the terms and conditions on 
which it was rented, as also with numerous other considerations 
(see Chapter VI for more detailed discussions). 

In any case, competent students of the Pakistan economy are 
convinced that the majority of cultivators (especially landowners _ 
operating on personal holdings), are working with uneconomic 


holdings. and that with the growth of population these are becom- 


ing even smaller and more fragmented.* According to Darling, 
‘Sind is the only province in Pakistan where it can be said that he 
(the cultivator) has enough (land to live on). . . . This is certainly 
not the case with the sub-montane districts of the Punjab, nor 
the Frontier Province with the districts of Hazara and Kohat; 
still less with most of East Bengal.’? Darling goes on to state 
that ‘In all these areas, the increasing population aggravates the 
shortage. ... Whereas there is no limit to an increase in population 
there are limits to an increase in cultivation, and in East Bengal 
they are only too obvious.’ 

The results of an uneconomic subsistence agriculture will 
become clearer in subsequent chapters, which will refer to their 
implications for agricultural techniques, yields per acre, and 
the nature of crops grown. Here only a general discussion of 
the employment aspect is attempted. Land and water generally 
constitute the two limiting factors, with respect to agricultural 


1 Inheritance laws in the sub-continent have generally required that the 
land must be divided among male heirs and where the Muslim shariat law 
applies (as in the North-west Frontier and since 1948 in the province of the 
Punjab) among all heirs—male and female. This results in progressive sub- 
division. Since heirs generally insist upon receiving shares of equal value and 
convenience, each section of the holding possessing some distinct feature 
(nearness to roads, wells, or high land) must be divided among all heirs, causing 
fragmentation of sub-divided holdings into tiny patches or plots of land scattered 
around the village. Many holdings would be ‘economic’ if not badly fragmented. 


2 Darling, op. cit. He quotes the Bengal Land Revenue Commission 
(1940) to the effect that ‘about half of the holdings in Bengal are barely 
sufficient for the maintenance of the families which own them . . . there 
is now slightly less than an acre of cultivated land per head of generate 
population’. With population increasing in the province at the rate of half a 
million a year, Darling concludes that the cultivator has less than three-quarters 
of an acre by now. 


3 Ibid. Again quoting the Land Revenue Commission: ‘The pressure of 
population on the land is the ultimate cause of Bengal’s economic trouble. 
It is the most difficult problem which we have to face, because it is virtually 
impossible under the present conditions to suggest a remedy for it.’ 
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production. ‘wo magnitudes are needed for a consideration of the 
relationship of employment opportunity to availability of land 
‘and water: (a) the number of work-hours that would keep a cul- 
tivator fully employed, and (5) the number of acres of land that 
would provide the cultivator with that many hours of work. 
The foregoing criteria are particularly applicable in East Pakistan, 
where water supply, for a part of the year at least, is assured. 
In West Pakistan the relatively scarce factor is likely to be the 
number of acre-inches of water that will keep a cultivator fully 
employed in agriculture. It is frequently if not generally the case 
in West Pakistan that only a part of each holding can be cultivated 
in any year, for lack of water. 

Prof. Colin Clark, the noted Australian statistician and econo- 

mist, made a study of Pakistan’s economy,! and suggested that 
roughly 2,500 man-hours of work per year would keep a culti- 
vator in Pakistan fully employed, and that, at current standards 
of cultivation, 4 acres of rice land were required. adequately to to 
use this amount of labour. The Floud Land Revenue Commission 
of 1940 estimated 5 acres as the minimum rice acreage per male 
labourer, and 8 acres if only one crop of paddy could be grown. 
Taking Clark’s more optimistic figure, the resultant calculations 
still show a highly unsatisfactory situation as the earlier discussion 
indicates. It clearly suggests that the average cultivator cannot 
use his time in agriculture to good advantage, for _more.than 
70 per cent. of his working time. On the other hand, about 3°5 
million of the 10-5 million cultivators are landless Jabourers. 
generally employed for only six months of the year in agriculture, 
and with little opportunity for subsidiary occupations. 
- According to Colin Clark, even if all reasonable measures thus 
far suggested to increase the cropped area were adopted, they 
would merely enable the existing population to achieve a higher 
degree of employment, leaving no scope for absorbing the pro- 
jected increase in population. 

Turning to West Pakistan, Colin Clark has estimated that 
250 acre-inches of water are needed to provide 2,500 man-hours 
of work on average quality Punjab land. He then estimates water 
consumption at 156 acre-inches. Calculating the total supply of 


1 Report on the Economy of Pakistan quoted by the Economic Appraisal 
and Development Enquiry Committee. Excerpts from the Report were also 
published in several issues of Wealth, Karachi (1953-4). 
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irrigation water in West Pakistan against population, the cultiva- 
tor of the Punjab remains unemployed for almost the same time as 
in East Pakistan. Thus, despite West Pakistan’s larger avail- 
ability of cultivable land and much less dense population, the 
shortage of water imposes about the same amount of under- 
employment on the cultivator in this region as is encountered 
in the eastern wing. 

In West Pakistan Colin Clark estimates the ‘theoretical’ limit 
of exploiting the water resources of the Indus at another 200,000 
cusecs from the canals and wells combined, sufficient, all things 
considered, to provide an additional 2,520 million acre-inches 
of water. Reducing this theoretical estimate to something more 
likely to be realizable, 1,520 million acre-inches might actually 
be available for cultivation in West Pakistan; and assuming 250 
acre-inches as the minimum needed for full employment of the 
average cultivator, this amount of water could provide full em- 
ployment to over 6 million cultivators, so that, were all the 
assumed new water supplies available, well over a million more 
cultivators might be absorbed, or alternatively, the existing 
labour supply could be almost fully occupied. Both these desired 
results do not seem capable of realization simultaneously. 

There has been a persistent tendency in recent decades for 
population to shift from village to city—and this often involves 
the most able and energetic of the rising generation. Karachi 
increased in population 176 per cent. from 1941 to 1951, while 
Lyallpur increased 156 per cent., Hyderabad 116 per cent., 
Chittagong 59 per cent., and Lahore 26 per cent. This drastic 
increase has caused an increase in registration at the Employment 
Exchanges from 186,180 in 1948 to 250,000 in 1952 and then a 
decline to around 200,000 in subsequent years. Whereas the 
percentage of persons placed in employment to persons registered 
was approximately 33 per cent. in 1947-9 this percentage fell to 
13-9 in 1954. ‘The qualitative factor which is disturbing from 
the social and political viewpoint is that unemployment problems 
are particularly acute among educated youth with persistent 
preference of far too many for the ‘white collar’ occupations. 

When the natural increase of one to one and a half per cent. 
per annum is added to the strong city-ward drift of the rural 
population, it is clear that only a very large and successful develop- 
ment of manufacturing can possibly provide the necessary jobs. 
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One of the circumstances oe is a rapid readjustment _1 in 
throws Jenlai weavers out of employment. In Western. 
countries there has often been a painful period of readjustment, 
although eventually total employment is higher as numerous 
auxiliary industries and services are benefited by the more 
efficient production of large-scale industries. Nevertheless, 
Pakistan may look forward to some such readjustments as a 
necessary price to pay for the rapid industrialization now under 
way. 

Availability of capital will be a significant factor in the provision 
of employment, even if the natural resources are assumed to be 
available. A very large capital investment will be required, and 
this investment will require substantial foreign resources, in 
addition to those available within Pakistan. The magnitudes 
involved will become clear in the course of examining the Five 
Year Plan in Chapter XXVI. 

The Five Year Plan Draft released in May 1956 gives an 
idea of the amounts of money involved in planned investment.and. 
the resulting employment opportunities. An investment of Rs. 11, 
600 million is ‘very roughly estimated’ to raise. ‘employment 
during the Planned Period... by about as much as the rise in the 
labour force’ which is Bee ed at 2 million.t As for employ- 
ment in industry, an investment of Rs. 2,270 million in large- 
scale industry is estimated to raise employment directly by only 
200,000 persons, from 390,000 in 1954-5, while indirect Sigel sates 
ment opportunities created by industry are not measureable.? 
These figures suggest a capital-employment ratio of Rs._5,850 
per person employed for the Plan as a whole and Rs. 11,350 for its 
industrial sector. 

In other words, an investment of such proportions will only 
help to absorb the increase during a five-year period in the labour 
force, leaving unaffected the under-employment now prevalent in 


the rural areas. The availability of these sums will be greatly 


dependent (to the e extent of Rs. 3,800 million) on foreign assistance. 


POO Ne. 


outlay cannot be reached, due to ‘shortages in technical and 


1 Five Year Plan Draft (hereafter referred to as FYPD), Chapter 2, paras. 
1-5. (The figure for total investment has since been revised to Rs. 10,800 million). 


2 Ibid, Chapter 20, paras. 122-3. 
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administrative personnel, or. for any other reason, the addition 
to the labour force may not be fully absorbed. 

The foregoing summary, like the more detailed analysis to 
follow, indicates neither a hopeless situation for Pakistan’s 
economy, nor a situation which can be viewed with complacency. 
Rather, the situation calls for a high order of economic states- 
manship, and for hard work on the part of all elements in the 
population of the country. 


I] 


PRODUCTION AND MARKETING OF 
FOOD CROPS 


HEAT is the principal item of diet in West Pakistan and 

rice in Bengal,4 and low incomes permit the majority of 

the population to consume little else.2 The analysis of 

the country’s food problem is made here largely in terms of cereals, 

with some notes on meat and fish products at the end of the 

chapter. The main cereal crops grown in Pakistan are rice, 
wheat, jowar, bajra (millets), maize, and gram. 

Rice occupies the largest area and yields the highest tonnage 


1 Rice is the staple food in the rice-growing parts of West Pakistan and wheat 
is gradually increasing in use in the Eastern Wing. Excavations at Mohenjo-daro 
have discovered rice grains in earthen vessels and archaeologists believe that rice 
was an important item of food in the Indus Valley civilization, mentioned in 
Chapter I. 

2 The statement refers to cereal foods only, of which consumption is around 
16 ounces per day per adult in the Western Wing and 143 ounces in the East. 
Fish is an important ingredient of the diet throughout East Bengal, but con- 
sumption of milk and meat is restricted. In the Western Wing, fish is a regular 
item of food only in villages on the Makran sea coast and the riverine tracts, 
such as Lower Sind. Milk is more plentiful, especially in the former Punjab, 
where a daily per capita average of eight ounces is available, though in the 
towns the figure is much lower. Meat is a more common item of diet in the 
former North-West Frontier Province and the Canal Colonies and the annual 
per capita consumption for the country is under 4 ounces per capita daily. The 
use of tea is spreading, while vegetables and fruit are also increasingly found 
in the average diet, though the per capita average consumption is only 1°58 
ounces. Cf. Report of the Economic Appraisal Committee, Appendix 21 
(Government of Pakistan, February 1953). 
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of all crops in the country. Of the average annual area of 40°35 
million acres sown to all food crops during the seven years ending 
1954, rice occupied 22-38 million acres or approximately 56 per 
cent. The average production of cleaned rice in the same period 
was 8,167,000 tons, which is about 63 per cent. of total yield of all 
food crops. East Pakistan claims over go per cent. of total acreage 
and production. Sind is the main rice-growing area in West 
Pakistan, though seasonal inundation of the Indus also enables 
rice to be sown in many small plots elsewhere in West Pakistan. 

In East Pakistan, three crops are harvested every year, as 
against one kharif (summer) crop in West Pakistan. ‘The autumn 
rice (aus) is harvested in August-September, the winter rice 
(aman) in December-January and the summer rice (boro) is 
harvested in March-April. The average (1947-8 to 1953-4) 
under the three crops was as follows: 


Crop Acreage Production (tons) 
Aus 5,436,750 1,699,250 
Aman 14,240,750 53595,750 
Boro 823,500 331,500 


The three crops do not necessarily occupy the same land, 
although double cropping of rice does occur in some areas. ‘The 
normal rotations are with pulses and jute. The yields per acre 
of the three crops also vary greatly, the summer generally giving 
the largest yield, autumn the lowest and the winter crop in 
between. (A seven-year average of yield per acre is 902°5 lb., 
718-3 lb., and 866 lb. respectively). Production consists mainly 

, of the bold and medium varieties, which alone_come within the 


| purchasing power of millions of poor people. The fine varieties 
|| are grown in some of the country, particularly in the Punjab, 
‘ as a cash crop meant for luxury consumption. 


Wheat is the second crop in order of importance. The average | 


acreage over the seven years ending 1953-4 was 10°35 million or 26 i 
per cent. of the total acreage under food crops, while the corres- gE 
ponding output was 3,487,000 tons or roughly 27 per cent. of }! 
total cereal production. The main growing area is the Punjab so 
with 77 per cent. of total production. A i 

Wheat is a rabi (winter) crop with sowings generally com- st 
pleted by the end of November, though in some areas they may a 


continue into December. In the Punjab, harvesting begins in sth 
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early April and may continue to the end of May, and in some of 
the hill tracts into June. The main types grown in West Pakistan 
are hard-white grain of medium size. The yield per acre was 
754°6 lb. for the seven years ending 1953-4. 

Coarse grains consist of millets like bajra and jowar, maize, 
barley, and gram. Except for gram, which is a rabi crop, all are 
kharif crops planted just before the monsoon, and since they need 
little water, they are sown wherever the climate is dry. Being 
mainly barani (rain-fed) crops, the acreage fluctuates widely 
from year to year. Apart from being an important food for the 
poorer sections of the community they are also used as cattle- 
fodder. Average acreage under these crops during the seven 
years ending 1953-4 was 7:62 million tons, while corresponding 
yields were 1°72 million tons. Yield per acre worked out at 
505°6 lb. 

Table VI summarizes the acreage and production of principal 
food crops during the last few years in the two wings of the 
country. 

Since food is a basic and uniform necessity of human life, its 
demand is closely related to population. Demand may be con- 
sidered from two angles: absolute food demand, representing 
actual consumption, and relative food demand, or requirements 
calculated on purely nutritional standards without taking into 
account the purchasing-power or food habits of the community. 
From the relative point of view, there has probably always been a 
deficit. In absolute terms, there have been minor surpluses in 
some good years in West Pakistan, after meeting the recurrent 
deficits of the Eastern Wing. In 1947-8, the surplus in West 
Pakistan was nominal, as large stocks of food grains had been 
moved into areas now forming India just before Partition, while 
standing crops were badly affected by the movements of popula- 
tion. In 1948-9 and 1949-50, the position improved despite 
heavy floods in the Indus as refugees settled down. The situation 
began to deteriorate sharply in all parts of West Pakistan in 1951. 
To start with, the kharif grains were affected by the partial failure 
_of the monsoon. Although rice is grown under irrigated conditions 

its production also fell, as smaller rainfall reduced discharge in 
the canals. Since these grains contribute about 25 per cent. of the 
food supply in West Pakistan, the decline served to intensify 
the shortage of wheat which developed later in 1952. A failure 


Table VI 


ACREAGE AND PRODUCTION OF PRINCIPAL Foop Crops IN EAST AND 
WEsT PAKISTAN 


(Figures in brackets indicate % to total acreage or production in each 
Wing: % do not add to 100 as only principal food crops are shown) 


ACREAGE (in thousand acres) 


Average f 
1947-8 to 1951-2 952-3 1953-4 1954-5 
Crees West East West East West East West East 
Pak. Pak. Pak. Pak. Pak. Pak. Pak. Pak. 
Rice 2,181 | 10,653''| 2,242 | 20,9778)! “25513 ||'22,010'") i368 | eaes0 
(8-9) | (85°38) | (94) | (85°6) | (9°6) | (90°3) | (9:2) | (88°5) 
Wheat 10,328 93 | 9,431 98 | 10,426 98 | 10,550 103 
(42°3) | (0-4) | (39°5) | (074) | (40°5) | (04) | (40-4) | (0-4) 
Bajra 2,224 Ty |’ e2ior2 m1) 2,504: i | (2,591 I 
(9:1) (9°3) (9°1) (3:5) 
Jowar 1,189 2. | 15310 Fy! Savers T |)" £076 I 
(4°9) (5°5) (5°7) (4°3) 
Maize 948 10 969 TO: ||" "15062 10 | 1,063 9 
(3°9) (4:1) (4:0) (4:1) 
Barley 470 82 482 86 518 85 451 86 
(r°9) | (074) | (2:0) | (0:4) | (2:0) | (0°3)} (1-9) |. (0°3) Be 
Gram 2,449 203 "2,033 202 | 2,562 203 | 3,046 216 ; 
(10-0) | (0-9) | (8°5) | (0°8) | (9°8) | (08) | (x12) | (09) Ff 
PRODUCTION (in thousand tons) 
| 
Average sese owe | sone 
et eee ete 952-3 953-4 954-5 
AEE West East West Fast West East West East mi 
Pak. Pak. Pak. Pak. Pak. Pak. Pak. Pak. 4 
Rice 750 | 7,233 816 | 7,335 907 | 8,245 819 | 7,590 | p 
(10°7) | (82-4) | (14°5) | (79°5) | (11-7) | (87°7) | (11-6) | (86-6) | 
Wheat 3,603 21 \'2,266 24 135575 2a i 35 140 26 
(50°9) | (0-2) | (42°2) | (0°3) | (46-9) | (0°3) | (444) | (03) 
Bajra 343 = 267 = 462 = 347 = | 
(4°8) (4°8) (5°8) (4:9) ti 
Jowar 232 oy 220 - 278 - 219 - P 
(3°3) (3°9) (3-6) (3°1) p 
Maize 277 2 346 2 402 2 424 2 ‘ 
(5°3) (6-2) (5°6) (63) ‘li 
. Barley 132 16 92 17 127 16 105 18 zx 
(1:9) | (0-2) | (2:6) | (0-2) | (2°8) | (0:2) | (1°7) | (072) BP 
Gram 598 50 315 53 562 594 63 BF 


54 
(8-5) | (06) | (5:6) | (06) | (7-6) | (0°6) | (8-1) | (0-7) 


Source: Ministry of Food and Agriculture, Government of Pakistan. 0 
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of the rains at pre-sowing time in the barani areas left soil with 
little water-storage and when the rains were again low at sowing 
time, some of the area could not be seeded because of lack 
of adequate moisture. Low rainfall kept the rivers below 
inundation levels and a substantial area in Sind was left unsown 
when the Indus failed to rise. The lower rains also reduced the 
discharge in the canals irrigating the wheat lands. ‘The discharge 
was much lower at sowing time than over the entire season and 
reportedly less in the Indian-controlled canals over both periods 
than in the other canals.1 As a result, wheat production in 
1951-2 was reduced by goo,000 tons or almost 25 per cent. 
compared to the previous year. Imports of 827,000 tons were 
made that year. 

There was some recovery in the kharif crop yields of 1952 as 
a result of several short-term measures adopted by Provincial 
Governments to grow more food, but these were partially offset 
by severe locust damage and a continuing shortage of supplies in 
the canals, partly attributed, as noted earlier, to unauthorized 
withdrawals in India. The winter rains failed again and wheat 
production in 1952-3 was further reduced by 625,000 tons, a 
short-fall of 1,525,000 tons or 40 per cent. compared to 1950-1. 
The weather factor in reduced food crops was supplemented by a 
diversion of acreage from wheat to oilseeds and from the kharif 
food grains due in part to unfavourable land-revenue assessment 
rates in the case of wheat and the more attractive prices of cotton 
prevailing in 1950-1 respectively. 

In both years the decline in availability was probably greater 
than the proportionate decline in production. The magnitude of 
hoarding was stepped up as the zamindars presumably antici- 
pated the short-fall in crops.? Availabilities were also lower 


1A recurrence of water shortage in Indian-controlled canals in 1952-3 and 
Indian disinclination to permit neutral verification of withdrawals made from 
current flows in international canals under its control led to allegations in 
Pakistan that India was tampering with the former’s water supplies. Cf. 
Pakistan: The Struggle for Irrigation Water—and Existence, Embassy of 
Pakistan, Washington, D.C., November 1953. Discharges in Indian-controlled 
canals were said to be 51 per cent. lower as against 22 per cent. in the case of 
other canals. Government of Pakistan, Report of the Economic Appraisal 
Committee, para. 222. 

2 In this respect the zamindars were perhaps more accurately informed than 
the Government, since official statistics over a period of years have tended to 
over-estimate production in bad years and under-estimate it in good years. ‘This 
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due possibly to greater consumption in the ‘surplus’ areas. 
After 1951, prices of wheat relative to fodder crops were out of 
line to such an extent as to encourage the feeding of wheat to 
cattle. This was certainly true of certain parts of Sind where 
bajra and jowar were scarce in kharif 1951. Again, high prices 
for cotton in 1950-1 had brought higher incomes for most classes in 
the rural areas and may have encouraged a greater use of wheat 
in the diet of the poor, in preference to gram and maize. To cover 
the deficit in 1952-3, 893,331 tons of wheat were imported, of 
which 606,959 were received as a gift from the U.S.A., while 
Canada and Australia supplied 116,700 and 43,000 tons respec- 
tively, under the Colombo Plan. 

In 1953-4 the weather turned favourable and both the wheat 
and rice crops increased by over a million tons each compared 
with the previous year. East Pakistan was able to achieve self- 
sufficiency as a result of a succession of good crops, so that a 
rice surplus of over 300,000 tons in West Pakistan could be 
exported. In 1954-5 the favourable trend in output was arrested 
by floods of unparalleled severity in East Bengal, which affected 
10,000 square miles in ten districts. In the Punjab, heavy rains 
were followed by floods in eleven districts. However, the rains 
helped standing kharif crops in unaffected areas and it was again 
possible to declare a rice surplus in the Western Wing of 210,000 
tons. During these years, a national emergency food reserve of 
500,000 tons of wheat and 100,000 tons of rice was built up. 

A recurrence of floods and extensive damage to the rice crop by 
insect pests led to the re-appearance of a critical food shortage 
in both wings of the country in 1955-6, the deficit being esti- 
mated at roughly 700,000 tons in each wing. While purchases 
were made partly by using the country’s own foreign exchange 
resources, the bulk of the supplies had perforce to be obtained 
under a series of aid-arrangements with the U.S.A. and other 
countries. 

This review clearly indicates the precarious food balance of 


in turn is due to the dependence of official machinery on the basic data 
collected by over-burdened patwaris (village-level revenue officials) who have 
no means to conduct any scientific crop-cutting experiments. The patwari 
has some normal statistical horizon in view; in a bad year he estimates produc- 
tion only slightly below his normal level and in a good year slightly above 
normal, for fear of exaggerating the actual conditions. In fact, this propensity 
only serves to conceal the true magnitude of the changes. 
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the country. A good year may have yielded a cereal surplus of 
2 to 4 per cent. in the past, while a bad year would leave a deficit 
of 10 per cent. or more. With population increasing at an annual 
rate of well over one million,! there is an increased demand for 
over 160,000 tons of cereals per annum at existing levels of per 
capita consumption, which can hardly remain unchanged as per 
capita incomes rise. The increase must be much higher if the food 
scarcity of the dimensions that has afflicted the country from 
time to time is to be eliminated and per capita consumption in- 
creased.2, The shortages have served a purpose in focusing 
attention on the problem, and have led to the adoption of several 
measures to increase food production.® 

Short-term measures initiated in 1952 were directed to strength- 
ening the incentive for cultivation of food crops and to bring about 
a return to cereals of the area which had been diverted from food 
production. In the Punjab a law was passed curtailing the cotton 
acreage by Io per cent. compared with the previous year (since 
repealed). Sind revised its land-revenue assessment rates on oil- 
seeds in order to encourage the cultivation of wheat. An intensive 
propaganda campaign was launched to persuade farmers in rice- 
growing districts to grow rabi grains on lands from which rice 
had been harvested. Permission was granted in the Punjab for 
inter-cropping of food crops in young gardens. Good seed and 
fertilizer were made available in all parts of the country. Finally, 
a number of short-term schemes were activated and a Grow More 
Food Emergency Committee was set up early in 1953 under 
Lord Boyd-Orr to sanction funds and supervise their execution. 
In 1954 the Committee was converted into the Food and Agri- 
cultural Council, emphasizing the change in direction towards 
long-range solutions of the problem. As for the long-range 
measures, the Five Year Plan Draft lays down certain targets, 
as shown in Table VII. To achieve the target of production, two 


1'The Planning Board estimated the yearly trend over the Five Year Plan 
period as follows: mid-1955: 82:24 million; mid-1956: 83°44 million; mid-1957: 
84°66 million; mid-1958: 85-9 million; mid-1959: 87°15 million; mid-1960: 
88-42 million. 

2 See conclusion of Ch. XXVI for expected food deficits in coming years. 


3 An Agricultural Enquiry Committee was appointed in 1952 under the 
Chairmanship of Lord Boyd-Orr (formerly Director-General of the F.A.O.) 


to recommend long-range policies. See its Report, Government of Pakistan 
Press, Karachi, 1953. 
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sets of measures are broadly outlined: to bring new areas under 

cultivation or to increase double- and triple-cropping and to 
increase yields per acre, with more than half of the increase 
expected from the latter. 

Land utilization in Pakistan is outlined in Table VIII. It indi- 
cates that 22,743,000 acres of waste-land in West Pakistan and 
4,307,000 acres in East Pakistan are uncultivated but available 
for cultivation. There are many reasons for the non-cultivation 
of such lands. Malarial conditions are a powerful deterrent to 
agriculture on haor lands of the deltaic region in the Eastern Wing. 
Lack of drainage, excessive salinity, difficulties of removing deep- 
rooted grasses and weeds, erosion and other natural factors, 
and danger to life from wild animals may be cited as among the 
causes for non-cultivation in various parts of the country. ‘The 
most potent cause is, however, lack of water, as there is an overall 
scarcity in the Western Wing at almost all times and in the Eastern 
Wing during the winter months. Even in the perennially-irrigated 
areas of the west, cropping intensity (or the cultivable land 
which can be planted to crops during a year) is approximately 
57 per cent. in Sind, 65 per cent. in Bahawalpur, and 75 per cent. 
in the Punjab. Rabi cultivation is more restricted, because water- 
supplies are low in the winter months and the cropped area is 
therefore only 25-30 per cent. as against 35-45 per cent. for 
kharif. 

Schemes for increasing cultivation in West Pakistan are largely 
aimed at extension or improvement of irrigation facilities, while 
in East Bengal the emphasis is more on reclamation and drainage 
of low-lying marshy lands by opening the silted water-channels, 
accelerating the run-off after the monsoon, and through measures 
to protect coastal areas from the intrusion of sea water. A number 
of multi-purpose schemes covering these objectives and also 
providing for irrigation facilities in the dry season have been pro- 
posed and in some cases executed. In West Pakistan, weirs to 
divert any surplus waters of rivers, and canals to convey them to 
the land, are being built, and a start has been made in building 
storage dams in the Indus Basin. Notable among the former 
group of works under way are the Thal and Taunsa projects 
on the Indus, the Lower Sind Barrage at Kotri, the Upper Sind 
Barrage at Guddu on the same river, the Warsak and Kurram pro- 
jects in the North-West Frontier, the Bolan Dam in Baluchistan, 
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Karnaphuli and the first phase of the Ganges Kobadak project in 
East Pakistan. The Mangla project on the Jhelum is the first 
large storage work undertaken in Pakistan.1 It is estimated that 
by March 1955 about 700,000 acres of new land had been brought 
under cultivation, some 185,000 acres reclaimed and about 
423,000 acres protected from floods or improved by drainage. 
Tables XIII and XIV of Chapter IV indicate additional areas to be 
cropped with the help of irrigation works now under way as part 
of the Five Year Plan, 1955-60, and also the total area ultimately 
to be cultivated on completion of the works.? 

Improved utilization of water supplies would also enable the 
existing cultivated area to be more intensively cropped. Of the 
country-wide total, less than 8-5 million acres are double cropped 
—mostly in East Bengal. Apart from irrigation, the double- 
cropped area can be increased in several other ways. For example, 
in East Bengal the sharp summer rainfall is precipitated within a 
few weeks, and much of it runs down into depression areas 
(bheels and khals) where it stagnates. Power-pumps to lift water 
from them during the dry season, November to May, are being 
installed to enable a second crop to be grown. In some areas 
dependent on rainfall cropping is not always possible because of 
the uncertainty of rains and arrangements are being made to 
plough the land quickly after the rains with the help of tractors 
through mechanical cultivation. 

Some mention may also be made here of measures to increase 
water-supply by tapping the ground-water resources of the 
country. Schemes for installing tube-wells are under execution 
in the Punjab and Bahawalpur, while detailed investigations are 
under way to determine the feasibility andthe best technical pattern 
for a tube-well system. Experimental schemes for drilling tube- 
wells are being implemented with U.S. technical aid, and it is 
hoped to expand the network to 300 to 500 tube-wells eventually. 
The shortage of water on Indian-controlled canals has focused 
attention on the need to develop alternative systems of under- 
ground water-supply. While the solution of the canal waters 
dispute is fundamental to any plan for increasing acreage and 
production in West Pakistan, a network of tube-wells could well 
provide a much-needed margin of safety. 


1 Cf. Chapter IV for more information on these projects. 
2Ci. EF YPD; 'Ch, 14: 
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A second major group of measures is designed to increase yields 
per acre through crop improvement. Table IX compares yields 
per acre for wheat, paddy, and maize in Pakistan and some other 
countries. The yields in Pakistan appear to be below those of 
even some other under-developed countries. 

Low yields per acre are a measure of the vast opportunity for 
increasing production and per capita incomes, because low yields 


Table 1X 


YIELD PER ACRE IN PAKISTAN (AND SOME OTHER COUNTRIES) 
(in lb. per acre) 


Country Wheat Paddy Maize 
Pakistan 768 1,249 946 
Egypt . 1,620 3,519 1,859 
Japan 1,332 3,361 1,036 
China 938 2,246 1,182 
India 534 1,044 582 
U:K. 2,166 = — 

France 1,392 2,293 946 
Italy 1,218 4,522 1,719 
U.S.A. 1,026 2,144 2,055 


Source: Ministry of Food and Agriculture. Reproduced in Report of 
the Economic Appraisal Committee. 


per acre also mean low productivity of labour employed in agricul- 
ture. An increase in yields per worker is needed to enable the re- 
lease of rural population for work in the urban areas, in industry, 
trade, and the other services of a developing economy. Five major 
factors have been suggested for the existing yield situation in 
Pakistan. Firstly, the constant growth of population has forced 
into cultivation marginal lands with low potential for production 
and which under more favourable conditions would have been 
given over to grassland or forests. The steady diminution of 
forests indicates this trend. Secondly, the climate is ‘unkind’ in 
most parts of the country. The overall scarcity of water in West 
Pakistan and its irregular distribution in East Bengal have been 
mentioned above. The vagaries of the monsoon affect water 
supplies in the canal systems, exposing even irrigated areas to 
occasional danger of drought. Temperature ranges are great, 
and the intensity of the summer heat does not enable soils to 
conserve moisture, and thus intensifies the pressure on scarce 
water-supplies. The uncontrolled play of wind and water has 
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brought soil-erosion to millions of acres while rising sub-soil 
water-tables and salt-accumulations are lowering the fertility 
of thousands of acres of good land. Thirdly, almost everything 
that the land yields is consumed as fuel, food, or fodder and little 
is returned to the soil. The shortage of firewood compels the 
farmer to employ cattle dung, jute, and cotton-sticks, as well as 
sugarcane trash for fuel, so that the soil is starved of humus and 
its water-holding capacity is reduced. Fourthly, the growth of 
population in conjunction with the law of inheritance has led to 
continuous sub-division and fragmentation of holdings. As noted 
in Chapter I, the average cultivated area per agricultural worker is 
so small that most cultivators must be operating on uneconomic 
holdings, which reduce their income-surplus and leave them with- 
out resources or incentives to adopt adequate measures to improve 
their yields. Finally, the peculiar conditions created by foreign rule 
over the centuries have led to a neglect of agriculture and the 
farmer has had little opportunity to share in techniques which have 
so markedly improved productivity of the land in advanced 
countries. ‘The land-tenure system as it developed during the past 
several generations has meant a lessening of the incentives for the 
actual cultivator, who rented the land as a share-cropper or worked 
on it as a labourer. In more recent years the uncertainty which has 
surrounded the problem of land-tenure forms has been still 
another factor.1 ‘These are serious obstacles, but they are not 
insurmountable and they only emphasize the need for an in- 
tegrated programme to raise yields. 

Agricultural practices in Pakistan must be judged in the per- 
spective of these limitations, to which must be added the illiteracy, 
malnutrition and hence ill-health of the peasantry—three major 
factors which to be tackled effectively must be attacked simul- 
taneously. Even today the ordinary cultivator uses the hal 
(plough) of his ancestors, which often does little more than scratch 
the surface of the soil.2, He regards new implements and methods 
with reserve, in the absence of effective demonstration work, while 
lack of credit facilities renders the purchase of even demonstrated 
improvements unlikely. Fertilizers are too expensive for him, or- 
ganic manures are used as fuel, due to scarcity of firewood, and 


1 Cf. FYDP, Ch. 14, para 4. 


2 A plough that cuts deeper would strain the emaciated cattle employed by 
most cultivators. 
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green manure crops are not often grown, due in many cases to 
the inadequate sharing of costs between the tenant and the 
landlord. 

The provincial departments of agriculture have attempted to 
improve the yield-situation in several ways. They have done 
useful work in evolving and distributing higher-yielding seed, in 


popularizing the use of better implements, fertilizers, and crop- 


rotations and by demonstrating better farming practices on 
government farms. However, budgetary limits have not permitted 
them to enlarge the scale of operations sufficiently to reach the 
millions of small cultivators in the country.? 

In recent years, however, it has been possible, with foreign 
assistance, to achieve substantial progress in some fields, includ- 
ing the application of fertilizers, locust-control, and in extension 
work. Further progress in these and other sectors is envisaged in 
the Five Year Plan. 

Prior to 1952, imports of chemical fertilizers did not exceed 
10,000 tons annually, mostly for tea estates in East Pakistan. In 
that year, a beginning was made when the U.S.-financed imports 
of 14,500 tons for distribution in West Pakistan arrived in time 
for the wheat crop. By the end of 1956, more than 224,000 tons 
were received. In the first year, sales were subsidized to the extent 
of 62:2 per cent. of the cost and in subsequent years up to 50 per 
cent., and an intensive educational campaign has been conducted 
simultaneously. It is hoped to increase domestic consumption 
from roughly 80,000 tons in 1955-6 to 240,000 tons in 1959-60. 
In 1956-7 a fertilizer factory with a capacity of 50,000 tons is 
going into production at Daudkhel (Punjab). 

Plant-protection measures have also been generally extended 
in the past few years. On an average, losses from crop-pests and 
diseases alone are estimated at anywhere from 5 per cent. to 15 per 
cent. of the total value of crops, and additional losses are attribu- 
table to rodents and weeds. In monetary terms the loss on 
major food crops has been estimated at Rs. go million annually. 


1 ‘Estimated production of seed of all the improved varieties of crops in 
1953-4 were only 11,000 tons compared with total requirements of 104,000 
tons at the minimum rate. FYPD, Ch. 14, para. 55, proposes a rapid 
extension of government seed farms so that all new-type seed requirements 
and 20 per cent. of seed multiplication will be done on government farms. It 
also suggests a network of stores, especially in East Pakistan, for distribution of 
the improved seed to cultivators. 
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In a special class is the heavy damage caused by the locust. An 
international organization for locust-control is now functioning 
over a wide regional area covering South Asia and the Middle 
East, with assistance from countries outside the region, such as 
the U.S.A. As part of its technical assistance programme in 
Pakistan, the U.S.A. has also helped in the training of personnel 
for pest-control duties and aerial spraying operations. U.S. aid 
has also included pesticides and equipment for large-scale demon- 
strations of control of pests. 

The introduction of improved farm practices and implements is 
intimately connected with agricultural research and the extension 
of its findings to cultivators. An extension-system suited to the 
conditions of Pakistan is being developed with substantial foreign 
assistance, in the shape of the Village Agricultural and Industrial 
Development Programme (Village AID). The programme en- 
visages the training and assignment of village-level workers to 
rural areas, one worker being made responsible for every five to 
seven villages, the basic unit of the programme being a develop- 
ment area covering 150-200 villages, with a population of 100,000. 
Each development area would be under the supervision of a 
development officer. The principle to be followed by the workers 
is that of stimulating and guiding ‘self-help’ projects which help to 
improve village living standards, of providing solutions to simpler 
rural growth problems, and acting as liaison between village com- 
munities and trained specialists attached to each development 
area. Such projects include introduction of better health and 
sanitary practices, encouragement of village industries, building 
of village roads, improvement of farm practices, and improvement 
of elementary and mass education.* Eventually this system of 
village work is to be extended into a nation-wide extension 


1 The specialists would be in the fields of farm management, animal hus- 
bandry, co-operation and marketing, health and sanitation, works supervision, 
a social education specialist each for men and women, and such other subjects 
as may be needed in specific areas, such as cottage industries, forestry or 
fishing. (FYPD, Ch. 13, para. 8.) Some of these specialists would be attached 
at the tehsil or taluka level rather than to each development area. 


2 The Village AID programme will not set up an independent set of schools, 
but will assist the educational authorities in trying to provide at least one sound 
school for each three villages. In addition, seven adult literacy teachers are to be 
furnished for each development area, working under the supervision of the 
development officer. The Plan very properly recognizes that illiteracy must be 
combated and a sound foundation of elementary education established before 
much progress can be made in health, agriculture, or industry. 
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service and integrated into the normal administrative machinery. 

Village Aid Training Institutes are being established where the 
village-level workers and development officers are trained in sub- 
jects relating to agricultural production, co-operatives, health and 
sanitation, elementary education, and extension methods. ‘The 
first institute was opened in 1953 and by mid-1955 nine were 
functioning (three in East Pakistan), each with a capacity of 
training 60 to 85 village workers at a time. Plans are afoot greatly 
to increase the training facilities, as an estimated 5,000 village 
workers will be needed by the end of the Plan period in 1960, 
when there will be 79 development areas in East Pakistan and 93 
in the West, covering a quarter of the total rural population. 
Higher level academies are also planned, one for each wing, to 
train senior staff. The U.S.A. is supplying technicians for each 
centre, including an extension agent, a vocational and agricultural 
adviser, and a health and sanitation engineer. 'To establish initial 
demonstration projects in groups of villages, the U.S. furnishes 
equipment, fertilizers, seed, &c. It has also been decided by the 
planners that Rs. 93 million will be necessary as an annual re- 
curring cost at the rate of about Rs. 273,000 per development area. 
This total includes local funds, not included in the Central or 
Provincial budgets, and it also includes funds for agricultural 
credit. The administrative costs are estimated at Rs. 43 million 
or Rs. 90,000 per development area per annum. Despite these 
large outlays, lack of personnel rather than lack of finance is 
understood to be the limiting factor. Although the programme 
is essentially a long-range one and is only slowly moving into 
place, its success is bound to have a favourable effect on agri- 
cultural productivity and hence on food supply. 

Mechanized agriculture has been suggested as a means of in- 
creasing agricultural yields, particularly through increased use of 
tractors and their attachments. Mechanical equipment and power 
machinery have a place in Pakistan agriculture, e.g. in working 
tube-wells, lift pumps, anti-soil-erosion work, pest control, 
reclamation of waste land, &c. But the use of power machinery 
for cultivation and other agricultural processes appears to have 
restricted scope under existing conditions.1 Machines are bound 
to replace labour-power, so far as present-day agriculture in 


1 In 1951 there were fewer than 2,100 tractors in the country (Agricultural 
Enquiry Committee Report, para. 43). 
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Pakistan is concerned, since it is estimated that complete farm 
mechanization would displace two out of every three farmers in the 
country. Industry is hardly developing fast enough to absorb the 
labour force component of Pakistan’s annual increase in population, 
and there seems no likelihood of a great acceleration of industrializ- 
ation, sufficient to employ displaced farm workers, should use of 
tractors become general with millions of workers forced to seek 
employment in the cities. This suggests that tractors have a role 
to play only in new areas being opened up by irrigation, and other 
places where they do not displace significant numbers of labour- 
ers.) But if a 25-35 h.p. tractor needs a holding of up to 300 
acres? of irrigated land (cropping intensity being 100 per cent.), 
either co-operative farming would have to be introduced on a large 
scale or lands would have to be given out to capitalist-farmers in 
large blocks. ‘The need to have a large holding for economic 
use of tractors further emphasizes their relative unsuitability in a 
land of small peasants working on sub-divided and fragmented 
holdings. 

The use of tractors may also be justified for cultivation under 
special circumstances, e.g. to enable quick ploughing after the 
rains in semi-desert areas, to open up hard-pan soils, to clear 
weed-infected land, to supplement bullock-power for growing 
green-manure crops, to cultivate and harvest haor lands, &c. 
For these purposes tractors are being rented out by Provincial 
Governments to farmers with large holdings in compact blocks. 
With the help of U.S. aid, seven agricultural workshops are being 
set up for the repair and maintenance of agricultural equipment, 
training tractor operators and owners in the care and use of farm 
equipment, giving on-the-job training to employees of workshops 
and developing, improving, and in some cases manufacturing 
indigenous farm equipment. They will also serve as testing 
grounds for various types of implements, as well as demonstration 
centres for such mechanized agricultural operations as erosion 
control, soil and water conservation, and reclamation of unused 
lands. 

Livestock appear likely to continue as the chief form of power 


1 ‘Colonization by ordinary methods may be slow and costly. The use of 
tractors would enable the cultivable area to come into production in less than 
half the time required in the case of bullock cultivation.’ Agricultural Enquiry 
Committee Report, para. 51. 

2 Ibid., paras. 79-82. 
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on the vast majority of farms for a long time to come, even though 
tractors are likely to find more and more scope in specialized 
fields of agriculture. Animals provide power for ploughing, 
threshing, well-irrigation, and transportation to near-by market 
centres, and in addition serve as a source of such important items 
of human diet as milk, meat, and animal fats, and of such com- 
mercial products as hides and skins, wool, bones, kips, hair, furs, 
and numerous other by-products. 

In the absence of any recent livestock census, it is not possible 
to provide satisfactory information on the number and distribu- 
tion of livestock used in agricultural operations. In 1948 there 
were estimated to be some 24,269,000 oxen and 5,600,000 buff- 
aloes, thus providing a substantial ratio to the human population. 
While some are milch animals only, most are used as draught 
animals, and others are dual-purpose animals. ‘Their distribution 
among the rural population is not known but is obviously of great 
significance in determination of the status of a given cultivator and 
the optimum size of holdings cultivated by him.? 

Much of the livestock population is known to be of poor quality, 
due to three major factors: (a) lack of proper breeding, (db) in- 
adequate feeding, and (c) pests and disease. While some of the 
best breeds in Southern Asia—breeds which have been exported to 
foreign countries for highly successful breeding and development 
projects—are to be found in Pakistan,® there is much room for 

1 Reference to the more important commercial products will be found in 


Chapter III, while a brief discussion of milk, meat, &c., is provided later in 
this chapter. 

2 Sir Malcolm Darling makes the following interesting observation: ‘From 
inquiries made many years ago it is considered that an appreciable percentage 
farm only a one-plough holding and that a family of four or five can live on this; 
but only at a low level of subsistence unless it has some other source of income 
such as poultry, sheep and goats, carting for hire, or casual labour. There is 
a curious link between a plough, a pair of bullocks, and an economic holding 
providing subsistence for a family. Whatever the area that can be cultivated 
with them, which may be as little as 5 acres where the water supply comes from 
a well or as much as 25 acres where there is no irrigation and the rainfall is low 
and uncertain, it would be interesting to know how many families have only 
one pair of bullocks (some have only a single bullock), but tenancies have never 
been classified for any large area in terms of bullock power and holdings. 
Sooner or later this should be done.’ Report on Labour Conditions in Agriculture 
in Pakistan. 

3 Of the main breeds of oxen in West Pakistan, two may be considered in 
some detail: the Red Sindhi and the Sahiwal. The former is not only a good 
milker, but its capacity for disease-resistance and its climatic adaptability has 
brought a good foreign demand for breeding purposes, and since Partition 
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improvement in quality. The main defect appears to be the 
absence of scientific breeding. Consequently ‘the reproductive 
capacity of bulls is inferior, the draft propensity of bullocks 
limited and the yield of products like milk and meat low’.1 Studs 
and breeding animals in good quality are rare in rural areas and a 
cultivator may have to travel several miles to obtain a tolerably 
good animal for the purpose. ‘This is partly due to the fact that it 
does not appear profitable under existing conditions of poverty 
and ignorance for private individuals to provide stud animals. 

Livestock farms organized by Government are found in various 
parts of the country. In 1949, the Punjab set up a breeding farm 
for Bhagnagri cattle at Qadirabad and a station for the same 
breed has been working at Dadu in Sind since 1949. Red Sindhi 
cattle are bred at Malir near Karachi under the Central Govern- 
ment’s supervision, for purposes of improving milk capacity and 
developing tested bulls for distribution in villages. Sind has 
organized a farm at Mirpurkhas with a herd of 228, which is 
probably the best in the country. A farm for this breed also exists 
near Dacca. Sahiwal cattle are being bred at Government farms 
at Montgomery, Jahunia and Jehangirabad in the Punjab, and in 
the city of Bahawalpur; while a farm for 'Thari cattle is maintained 
at Sakrand in Sind. There is a buffalo breeding farm at Baha- 
durangar in the Punjab. Livestock demonstration farms are now 
being developed with foreign assistance in the Thal area of the 
Punjab, in Baluchistan, and at Katabari in East Bengal—all being 
aided by the Colombo Plan. However, this work is hardly 
sufficient for meeting all the needs of Pakistan’s villages. It is 
recognized that a much greater extension of breeding facilities is 
necessary. 
animals have been exported to over twenty-four countries. Its main habitat is 
the environs of Karachi, south-west Sind and the State of Las Bela. The 
Sahiwal is perhaps the best milch breed in Pakistan. Its habitat is the Mont- 
gomery District in the Punjab. It is now bred throughout the Punjab and 
Bahawalpur and is also extensively used for meeting the milk requirements 
of large urban areas. Breeding in villages is subsidized by Government. Other 
breeds are Tharparkar (hardy dual purpose animals found in parts of Sind), 
Bhagnagri (draft animals found in Kalat), Dhani (draft animals found in parts 
of Punjab, and Lohani (Baluchistan draft animal). 

The main breeds among buffaloes are Kundi, Nili, and Ravi. By far the 


best is the Nili, with a daily milk yield of 10-12 seers a day (1 seer equals 2:06 lb.), 
which is found in Montgomery District. 


1 Livestock Report (Co-operation and Marketing Adviser, Government of 
Pakistan, 1949). 
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The Planning Board has suggested an intensive survey of 
existing breeds of livestock with a view to determining the best 
breeds to be propagated in different parts of the country and for 
strengthening and modernizing present breeding farms as well as 
for setting up new government farms, including provision for 
artificial insemination and cross breeding. It also suggests that 
some form of co-operative village level organization may be 
needed for ensuring that available good quality studs be most 
efficiently used. 

Cattle are ill-fed and sometimes almost on a starvation diet 
and this further affects quality. Since work animals must be given 
priority for cultivation purposes, little good feed is made available 
for young stock or dry animals, particularly at certain periods of 
the year, when fodder prices go out of reach of the average 
cultivator. Generally there is a fodder shortage in Western Pak- 
istan from December to July, with conditions really deplorable 
between March and June. In East Bengal the shortage (i.e. 
relative to prices within the cultivator’s reach), is almost year 
round, the condition of livestock as a result being usually bad, with 
a major incidence of disease during the monsoon months when 
inadequate housing arrangements provide little shelter against the 
elements. There appears to be an overall scarcity of pasture land 
for cattle grazing. Land is not specifically placed under fodder 
crops except in the Punjab. However, a certain margin of new 
land coming under irrigation schemes will probably be earmarked 
for growing fodder. There is also a possibility of increasing the 
supply of concentrates for cattle food (oilcakes for example), 
mineral supplements and silage. Where, however, cattle are 
useless through disease or starvation, elimination appears to be 
the only solution to enable the remaining animals to be better fed. 
The use of tractors, consolidation of holdings, checks on the 
fragmentation and sub-division of holdings, and similar measures 
may further reduce the requirements of cattle for draft 
purposes, with more fodder left for the animals still required. 

Closely related to the foregoing is the problem of incidence of 
disease, which is very high indeed throughout South Asia. For 
the individual farmer the loss of his cattle has been an important 
source of rural indebtedness, while the fear of disease compels 
him to keep a large number of ‘extras’ which he is unable to feed 
properly. At present veterinary facilities are limited, there being 
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only some 500 veterinary hospitals and dispensaries. In 1949 
Government established an Animal Husbandry Research In- 
stitute at Peshawar, which conducts research into all aspects of 
animal husbandry, with special emphasis on diseases like rinder- 
pest, anthrax, black quarter, &c. A sub-station has been set up in 
Comilla, East Bengal, for research on diseases peculiar to that 
province. Vaccine is also manufactured at these Institutes but as 
yet only a small percentage of the cattle have been inoculated 
against even so dread a disease as rinderpest. 

Animal Husbandry Departments exist both at the Centre and 
in the Provinces and are responsible for breeding and disease 
control work, and there are two veterinary colleges in the country, 
one near Dacca and the other at Lahore. 

The Plan makes provision for the setting up of fifty-two new 
animal hospitals and dispensaries and over twenty mobile dis- 
pensaries for carrying out both curative and preventive measures 
in close co-operation with the Village AID programme. ‘There 
are plans for a considerable expansion in sera and vaccine produc- 
tion. It is to be expected that the successful implementation of a 
long-range livestock programme will provide the cultivator with 
efcient draft animals so that other measures for increasing 
food production are not handicapped by deficiencies in this vital 
sector. 

Storage and marketing facilities are of great importance in the 
food picture. It is estimated that at the present time losses due 
to defective storage are of the order of 4 to 6 per cent. of food 
crop production. In the case of rice and wheat alone there is | 
estimated to be an annual loss of over 600,000 tons per year. At 
an average, about 40 per cent. of agricultural produce is said to be 
surplus with the cultivator, and more could easily become available 
for the market without any increase in production if his crop could 
be better protected in storage. Losses are also considerable in the 
shops of traders, slightly less in market centres where some under- 
ground or walled godowns exist and still less in those markets of 
the Punjab where concrete storage bins have been constructed. 

1The public expenditures on animal husbandry development for 1955-60 
are estimated as follows: Disease control, Rs. 13:1 millions; Breeding, Rs. 31-8 
million; Education and Research, Rs. 26:2 millions; Dairying, Rs. 5:3 million; 
Other Schemes, Rs. 7:7 million; block provisions for schemes in less developed 


areas and for Central Government expenses, Rs. 9‘1 million; total Rs. 93-1 
million. 


E 
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Storage facilities at consuming centres like Karachi are meagre and 
have in the past been limited to about go,o00 tons. Capacity for 
large-scale storage on government account was rapidly enlarged to 
store the large imports made in 1952 and 1953 for the building 
up of a national emergency-food reserve. ‘Table X indicates the 
construction completed, under way, and contemplated in the 
Plan period. 


Table X 


GOVERNMENT STORAGE FACILITIES FOR Foop-GRAINS 
(in thousand tons) 


East West 
Pakistan | Pakistan Total 
1. Capacity at Partition 200 90 290 
2. Construction of storage at Karachi 40 40 
3. Construction of godowns/bins stor- 
oe accommodation sanctioned in 
100 328 428 
(ay eCatten by ‘December 19 7 305 312 
(6) Under construction .. 23 20 43 
(c) Not started .. 70 3 7a 
4. Modern storage approved by Plan- 
ning Commission but not yet 
started “ls ale 100 100 200 
5. Total constructed or rt approved sas 400 558 958 
6. Additional storage elles by the 
Planning Board .. 75 sO Fs 150 


Source: FYPD, Ch. 14, Table 7. 


Marketing _of food crops deals with a set_of basic issues related 
to the problem of incentives, whereas the discussion thus far has 
dealt with production and conservation of crops. ‘The dimensions 
of this problem include the system of land holding, the relative 
prices of food crops vis-a-vis cash crops (on land where either 
may be grown), warehousing and credit facilities, transport 
services, and the share of the grower in the price of his produce. 
While government intervention in the marketing of cash crops in 
Pakistan has occurred more than once, it has had the character of 
emergency operations temporarily applied for the purpose of 
surmounting specific difficulties of great urgency. Government 
intervention in the marketing of food crops occurs much more 
frequently. With this difference, the limitations under which 
the cultivator operates in the disposal of his surplus produce 
are common for both food and cash crops, and are outlined in some 
detail in Chapter III. It is proposed at this stage to describe 
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very briefly the system of government intervention in the market 
and then to mention some respects in which Government has 
undertaken to help the farmer secure a better price for his crop. 

In view of the fairly frequent crises in the food supply of Pak- 
istan in recent years, Government has actively intervened to pur- 
chase the supplies available in surplus areas for provisioning 
deficit areas. In the case of wheat, this normally means the move- 
ment of stocks within West Pakistan, while in the case of rice, 
supplies collected in the latter are exported to East Pakistan, which 
is normally deficit in rice. Such movements are arranged through 
State trading organs or their official agents (who may be private 
traders) and a at prices which may not necessarily reflect the current | 
international price level. Normally the price at which rice 
supplies are made available to East Bengal (or wheat to other 
deficit areas) is largely determined by the price at which official 
procurement agencies in West Pakistan are buying up the cereal 
from their surplus areas. This price again bears no relation to the 
international price! since exports to foreign countries are not 
permitted except through official channels? and considerations 
relating to the general welfare predominate over strictly com- 
mercial considerations. In both Wings there are ‘surplus’ and 
“deficit” areas for wheat and rice and the Provincial Governments 
are large buyers (in most years when ‘monopoly-procurement’ is 
ordained, the only buyer) of the available surplus. The policy is 
generally to buy at prevailing prices through private traders 
operating as government agents (though in some areas, officials 
may conduct purchase operations). In the earlier years there 
existed a prohibition on the movement of grains from ‘surplus’ 
to ‘deficit’ districts under private auspices, and with government 


1 Rather, it pertains to the relative price aspect of growing food crops v. cash 
crops, since the latter—cotton and jute—are export crops, and their prices are 
ordinarily determined by international supply and demand factors (with or 
without official intervention by the various countries concerned). Since cotton 
competes in some places for land which might also grow kharif food grains 
while jute similarly competes with rice, the really significant relationship is that 
between the procurement prices for the food crops and the export prices of the 
cash crops. 


2 Since 1953 the export trade in grains has been partly transferred to private 
hands; however, the grain may be purchased from government stocks as well 
as from the internal market, but exports are limited by a strict export quota, 
so that the domestic price is still not integrated with the world price. (See 
Chapter XVI below for a discussion of the foreign trade aspects of this problem.) 
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(or its agents) as the sole buyer in the market, a form of monopson- 
istic control was exercised and the grain may have been procured 
at prices lower than would have resulted from commercial trading. 
However, these practices have been discontinued in recent years. 
It may be noted that in years of a large crop, procurement opera- 
tions may partake of the character of a price-support programme. 
More often than not, this is an unintended result in that Govern- 
ment is left with large quantities of grain on its hands when a good 
crop reduces the anticipated needs of the deficit areas even as it 
increases the supplies offered in the surplus areas. However, in 
some years (as in 1953-4 when the rice and wheat crops were a 
million tons larger than average), a conscious policy decision to 
support the market might be involved in order to stave off an 
imminent collapse of the market. Such an operation helps build 
up the stocks which the Provincial Government, especially in 
East Bengal, may find it necessary to maintain for ‘provisioning’ 
the urban areas, so as to ensure a minimum ‘ration’ for town- 
dwellers and stabilize grain prices for them. If urban supplies in 
the open market are scarce, stocks are released through govern- 
ment-controlled shops and even ‘rationing’ may be imposed. If 
open-market prices fall below the prices quoted by government 
shops, public purchases would be directed to the former, and 
when open-market prices rise, purchasers would veer to the 
government shops, so that the price-level is stabilized. Normally 
the Provincial Government’s trading operations are conducted on 
a no-profit-no-loss basis. 

The fixing of a procurement price does not necessarily mean that 
the grower will obtain it. While government purchases are made 
at the mandy level, the grower may be under pressure to sell to 
peripatetic dealers at his own village, or he may be compelled to 
sell to his landlord or to his creditor who may, as often as not, be 
either the landlord or a tradesman. It follows that the problem 
of marketing has wider ramifications and government intervention 
in the price field may not be altogether successful in ensuring a 
fair price to the ordinary grower. 

Other measures for improving the conditions of marketing 
include legislation for the standardization and regulation of 
weights and measures, the grading of produce (limited so far to 
a few commercial crops only), the establishment of regulated 
markets, and the dissemination of market intelligence. While 
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legislation for the purpose of regulating markets has existed on the 
books of the former Governments of the Punjab, N.W.F.P., 
Sind, and Bahawalpur, only the Punjab Act of 1941 was ever 
brought into force and at the present time eighty-five markets are 
operating under the Act. The legislation provides for the super- 
vision of marketing through committees composed of growers, 
traders, and officials. Such market functionaries as weighmen, 
brokers, commission agents, and others are licensed and their 
charges controlled. Arrangements for the proper shelter of 
growers and their animals and storage of produce are made and the 
procedures of business are laid down to eliminate fraudulent 
practices. Disputes arising in the course of business are settled 
by the marketing committees. In the sphere of marketing in- 
telligence, the government-operated radio stations broadcast daily 
prices of agricultural commodities and livestock products and 
these prices are also published in newspapers and periodically 
by government agencies. In view, however, of the limited circula- 
tion of newspapers in the country due to mass illiteracy and the 
restricted (though growing) access of rural people to radio, the 
present efforts have apparently limited significance. The dis- 
semination of adequate market information on an extensive scale as 
part of the agricultural extension and Village AID work has been 
recommended by various authorities, including the Planning 
Board, along with the extension and more rigorous application of 
marketing legislation already on the books and the integrated 
development of a system of marketing services and facilities such 


-as credit, storage, and managerial skills. Eventually the Board 


envisages a marketing system ‘based on rural co-operative organ- 
ization, supplemented by private and government enterprises.’+ 
Before concluding the discussion of the food problem in 
Pakistan, some mention is necessary of the livestock products and 
fishery requirements of the country. As noted earlier in the 
chapter, the present diet of the ordinary Pakistani is heavily 
weighted with cereals but lacks protective foods such as meat, 
milk, eggs, and fish, and it also lacks vitamins found in fruit and 
vegetables. This is basically attributable to low incomes per 
capita in the country. However, improvement in output and 
marketing facilities might reduce prices and bring such products 
within the range of a larger population. Indeed, the problem is not 


PYPD, Ch. 14, p76: 
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merely one of raising current availabilities but of arresting a trend 
towards reduced output of some at least of these products. 
Livestock products. Meat production in the country was placed 
at roughly 590 million lb. in 1948, whereas annual requirements 
have been estimated at 743 million lb. in 1951.2. Milk output is 
estimated at about 6 million tons, mostly consumed in the rural 
areas. While demand increases yearly, the livestock population 
‘has not materially changed since 1945’* and may even have 
declined. Partition resulted in heavy losses as animals that were 
not taken by the evacuees were left to wander in the fields and 
were extensively slaughtered by the incoming refugees. The fact 
that the evacuee Hindus were largely vegetarians while the 
Muslim refugees were meat-eaters (when they could afford meat) 
has also aggravated the situation. Nor has the slaughter been 
restricted to the least useful animals, but young stock and milch 
animals are often known to be sold in the towns by milk dealers 
at the end of their lactation period so that ‘undoubtedly the 
number of good milch animals has decreased considerably since 
independence’.4 The extensive floods that have afflicted both 
Wings of the country in recent years have also taken their toll of 
livestock: in East Bengal, for example, the goat population® is 
said to have ‘decreased considerably after Partition and especially 
during the floods of 1954 and 1955’.® ‘The situation would have 
been unsatisfactory even if the livestock population had remained 
unchanged and is rendered more serious by the decline in numbers. 
For, according to the Planning Board, ‘merely to maintain the 
present consumption of calories coming from livestock and live- 
stock products, the country must increase the output of livestock 
products by at least 1-4 per cent. each year’. The problem is a 
difficult one for the growth of livestock numbers is ‘inherently a 
slow process and possibilities of increasing livestock weights are 
limited during the Plan period’. None the less, the Plan provides 


1 Report of the Economic Appraisal Committee, Table 32. 

2 Dr. M. R. Khan: ‘A Case for Pakistan Fisheries’ (Pakistan Economics and 
Commerce, Lahore, August 1952). 

3 FYPD, Ch. 14, para. 16. 4 FYPD, Ch. 14, para. 164. 

5 Goats are an important source of meat products, providing an estimated go 
million lb. each year as against 345 million lb. of beef, 83 million lb. of buffalo- 
meat, and 50 million lb. of mutton. A little camel-meat is eaten in desert areas 
in West Pakistan (FYPD, Ch. 14, para. 164, n. 1). 


SEYPD, Ch. 14) para: 16m: 
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Rs. 931 million for animal husbandry development which should 
have beneficial results for output of livestock products. 

Fisheries. The situation here is not discouraging as in the case of 
livestock and there has even been some increase in production 
after Partition (figures in thousand tons): 


| 1951 | 1954 

East Pakistan: 
Inland 156 170 
Marine 20 23 

West Pakistan: 
Inland 14 15 
Marine 46 48 
Total | 236 256 


Source: Central Fisheries Department, Ministry of Agriculture, Government 
of Pakistan (quoted in FYPD, Ch. 14, para. 136, Table 8). 


However, the increase of only 8 per cent. is minor when seen in 
the light of the vast potential for quickly developing this valuable 
source of protein-supply. The greatest handicap to higher 
production is the lack of adequate investigations of the available 
fishing grounds along the extensive coastline in both Wings of the 
country and the virtual absence of satisfactory facilities for 
handling, processing, and marketing fish. The industry is in the 
hands of poverty-stricken, unskilled, and illiterate fishermen, 
operating with primitive and inefficient implements. Seasonal 
variations in the catch play havoc with prices and the existence of 
monopoly elements in the marketing of fish in urban areas often 
leave the fishermen with little margin for undertaking any im- 
provement in their methods. 

Both the Central and Provincial Governments have set up 
Fisheries Departments which are engaged in developing schemes 
for the industry. Research stations and fish hatcheries are pro- 
jected. Co-operative fish marketing societies, on the lines of the 
one now in operation near Karachi, are being encouraged. Ex- 
periments in deep-sea fishing have been undertaken with the help 
of motor-trawlers for exploring the fishing grounds along the 
Makran coastline. | 

A major project now under way is the establishment of a modern 
fish harbour near Karachi, designed to accommodate a much 
larger number of fishing craft than can find a place in the present 
harbour at Juna Bundar. The project envisages construction of a 
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fish harbour one mile from the open sea, with provision of more 
efficient facilities for existing commercial fishing craft; servicing 
facilities to make possible the use of mechanized craft; modern 
refrigeration, storage, and marketing facilities for handling the 
catch; and technical assistance in development of new fishing 
grounds and in methods of catching and processing fish and 
fish products. When completed, the facilities will help provide 
employment for additional fishermen and for others in related 
industries, increase by two or three times the amount of fresh 
fish available for consumers, and provide for increased production 
of fish oils, fish meal, and fertilizer. It is estimated that three 
years will be required for construction which started in 1955. 

The Five Year Plan Draft provides Rs. 28-1 million for a co- 
ordinate programme of fishery development, including exploration 
of marine fishing grounds, mechanization of fishing craft, inland 
fish culture, &c. It is expected to raise the catch to 336,000 tons 
annually by 1960. 
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PRODUCTION AND MARKETING OF 
CASH CROPS 


hides, andskins. After meeting the growing domestic require- 

ments, substantial quantities are exported. Small crops of 
sugarcane, tobacco and betel-nuts are produced for internal 
consumption. Table XI provides data on acreage and production 
of agricultural cash crops. 

Raw jute is the basic raw material for sacking agricultural 
produce and for the manufacture of wrapping material (hessians). 
It is also used for making coarse mats and certain types of cordage 
for backing carpets, upholstery, &c. Pakistan grows a substantial 
part of the total world crop and is the sole exporter. It has a near- 
monopoly in the production of the finer varieties of raw jute. ‘Two 
main varieties are grown in East Bengal. The greater part of the 
crop consists of capsularis (white) jute, as it can be cultivated on 
both high- and low-lying areas, is an early crop and it is possible 


[i major cash crops in Pakistan are jute, cotton, wool, tea, 
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ACREAGE (in thousand acres) 


—I9Q51I-2 
West East 
Pak. Pak. 
2,945 55 
12°1) (0-2) 

ay I 9795 

(7°4) 

= 75 

(0°3) 

487 226 
(2°0) (1-0) 
1,090 472 
(4°5) | (21) 
56 137 
(0:2) (0°6) 
66 

= (0°3) 
43 129 
(0:2) | (0°6) 


25 
(0°4) 


PRODUCTION (in thousand tons) 
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Table XI 


Non-Foop Crops 


1952-3 
West East 
Pak. Pak. 
3,421 58 
(14°3))| #(6"2) 

ia 1,907 
(78) 

= 73 
(0°3) 

627 246 
(2°6) (1:0) 
1,038 507 
(43), |. (2a) 

62 147 
(0°3) | (0°6) 

8 63 

= (0°3) 

42 131 
(o"2)' | (0°5) 


(0's) 
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1953-4 
West East 
Pak. Pak. 
2,870 58 

(11-0) (0-2) 
= 965 
(3:1) 

=F TS 
(0°3) 

721 262 
(277) | Gren) 
1,078 505 
(4°3) | (2:1) 

67 149 
(0°3) | (0-6) 

17 65 

= (0°3) 
61 131 
(0:2) | (0°5) 


249 
(3°2) 


37 
(0°5) 


1954-5 
West East 
Pak. | Pak. 
3,135 58 
(¥2"1) (0-2) 
= 1,243 
(4°8) 
= 74 
(0°3) 
752 264 
(2*9) 5 P(r) 
1,276 503 
(5°0) | (a-x) 
61 152 
(0:2) | (0°6) 
II 65 
= (0°3) 
II0 135 
(orz)) E(ors) 
277 3 

(4°0) 

- 833 
(5°5) 
(0-3) 
876 370 
(12°3) | (4:3) 
219 105 
Brn) Cr2) 
7 29 
(ox) }"(6"3) 
2 12 
(0-1) 
74 53 
(0°4) | (0°5) 


Source: Ministry of Food and Agriculture, Government of Pakistan. (Figures in 
brackets show % to total acreage in each province.) 


58 THE ECONOMY OF PAKISTAN 


to transplant paddy immediately after its harvest. Olitorius 
(golden) jute (locally known as bogi and internationally as 
tossa) is mainly grown on high lands in some of the northern and 
western parts of the province; its fibre is normally finer, softer, 
and stronger, and commands some premium in the market. 
Jute is sown generally from mid-February to the middle of May, 
while harvesting begins from mid-June and may continue to the 
end of September, depending on the time of sowing and also on 
the type of soil—the high lands producing jute which matures later. 

There are two reasons for East Bengal’s quasi-monopoly in the 
cultivation of raw jute. Geographical conditions are appropriate: 
damp heat, rainfall evenly distributed during growing period, rich 
loamy or alluvial soil, and ample supplies of water for washing the 
crop. Labour is cheaper and more plentiful than in other tropical 
areas with similar climate and soil. Labour cost is important, since 
jute undergoes numerous processes in its production and prepara- 
tion for the market; in addition it is a bulky crop and the average 
grower’s family cannot complete the processes without hired 
labour. After harvesting, the plants have to be steeped in water 
for ‘retting’ to soften tissues, so that the fibre can be readily 
separated or stripped from the ‘bast’ or stems. ‘Retting’ time 
ranges from twelve to twenty-five days and during the entire 
period the bundles of plants must remain submerged uniformly, 
the quality of fibre depending largely on the care exercised in this 
process. After retting, bundles are opened and the fibre stripped, 
washed, squeezed to remove water, and finally spread on the 
ground to dry. It is then rolled into bundles for sale, the ‘lots’ 
being about 5 seers (10 lb.) each. 

A yield of roughly 18 maunds of jute per acre is estimated as 
average, though the yield varies markedly from year to year under 
the influence of weather conditions and the incidence of pests and 
plant diseases. Efforts are being made by the Central Jute 
Committee, a government-financed body, to improve yields 
through a programme of agronomic research and seed-multiplica- 
tion. A Jute Research Institute is being set up at Dacca at a cost of 
Rs. 5:6 million to undertake technological research and breeding of 
new and better strains of jute. Two jute seed farms are being set 
up on 400 acres each. Seed raised there is to be multiplied by the 
provincial Department of Agriculture for distribution to cultiva- 
tors. 
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Jute acreage is regulated under the Bengal Jute Regulation 
Act, 1940. For purposes of regulation, the acreage of the year 
1939-40 (4,703,000 acres in East Bengal) is used as the base and 
the crop area licensed for cultivation is declared as a percentage 
of this basic area. The dislocation following the suspension of 
Indian purchases in September 1949 and the piling up of a large 
carry-over following the textile recession of early 1952 have 
emphasized the importance of such legislation, and drastic curtail- 
ment in jute production was effected in 1953-4 and 1954-5, 
through regulation of acreage (see Chapter XVI). 

Fluctuations in acreage (within the permitted limits) are 
influenced by the prices of jute prevailing at the time of sowing and 
the retail price of rice. If jute prices at the grower level have been 
particularly low, the grower may respond by reducing the area 
under jute unless he comes to accept the prevailing prices as 
normal. Rice prices are also important, since the two crops are to 
some extent substitutable and rice constitutes the largest item 
of expenditure in the grower’s budget; the acreage under aus 
(autumn) rice increases as the profit differential from jute narrows. 

The growers retain some jute for domestic consumption for the 
making of ropes, mats, string, and crude sacking material. The 
percentage of local retention varies between 2 and 5 per cent., the 
low-lying areas generally retaining less. Two considerations arise 
in marketing at the grower level—(a) the time of sale, and (6) 
the place of sale. The grower may try to withhold his crop while 
watching prices offered by peripatetic dealers (known locally as 
beparis or farias). His holding power depends on his financial 
position, storage facilities available at the village and transport. 
These considerations seem to conspire to compel the grower to 
part with his jute at the earliest, and to sell at his doorstep or local 
village hat (primary market) rather than in secondary markets 
(baling centres) where there may be chances of obtaining a better 
price. The small grower does not always possess the resources to 
transport his produce by craft or cart to the bigger markets, 
particularly after the water inundations of the monsoon months 
have receded. The bepari may have lent him money and may 


1 On the basis of an average yield of 18 maunds per acre, the cost of produc- 
tion of jute has been estimated by the Department of Statistics, Government 
of East Bengal, at Rs. 13-7 per maund. With an average yield of 20 maunds of 
paddy per acre, the cost of production of rice (1 maund 13 seers of paddy 
roughly equals 1 maund of rice) has been estimated at Rs. 10-2 only. 
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collect the crop at a discount, no interest being formally charged. 
The average cultivator does not grow more than about 20 maunds 
or so, and since harvesting is intermittent, he does not have much 
fibre available at any time. Again, there being a diversity of 
weights and discounts (for ‘wetness’, mixing of qualities, &c.), 
the cultivator may stand to lose in the large markets where buyers 
may be more unscrupulous. Moreover, the jute grower often 
comes with a shopping-list for rice and other essentials and failure 
to obtain a good buyer may prove most embarrassing. ‘This is 
_ more likely in cases where, as often happens, the intermediaries in 
the markets are not strictly impartial as between the two parties. 

In the hats, the buyers are the more prosperous beparis, repre- 
sentatives of balers, and aretdars (dealers). From here the jute 
moves to the baling centres where most of the kutcha (manually 
operated) baling presses and some pucca (hydraulic pressure) 
presses are situated. The chief buyers are the balers, while sellers 
are either the large beparis or the aretdars and rarely the growers. 
The aretdar is a middleman of great importance at this stage; he 
performs not only carriage and assemblage functions like other 
dealers in jute, but may also finance many of the beparis at the 
grower level, and he may undertake the storage of the fibre. 

Up to this point the jute has been handled unassorted and un- 
baled. In the secondary markets, it goes through its first process- 
ing, namely kutcha baling, the jute being compressed after being 
sorted into its commercial grades.1 Among the kutcha balers 


1 Jute is classified according to: (a) zone, (b) grades, (c) colour. 

(a) The zonal classification is: 

(i) fat, grown in the districts of Mymensingh, Dacca, and Upper Tipperah. 
The fibre is of good quality, firm, with well-defined fibre strands and 
strength. 

(ii) District, grown in Lower Tipperah, Noakhali, Faridpur, Bakerganj, 
some parts of Dacca and Mymensingh; also grown in parts of Khulna, 
Kushtia, and Jessore as well as Sylhet. Slightly inferior to Fat. 

(111) Northern jute comes from districts which are situated to the north of the 
Ganges and west of the Jumna. The quality of fibre is soft and is breakable 
in spinning. The districts are Rangpur, Dinajpur, Rajshahi, Bogra, and 
Pabna. 

(6) The main consideration in the grade-classification is the percentage weight 
of cuttings—as the roots are known—in the total fibre. Other factors considered 
are colour and spinning qualities. ‘The main grades are: 

(i) Top, cuttings do not exceed 25 per cent. in weight (Olitorius requirement 

is stricter—14 per cent.). 

(ii) Middle, cuttings do not exceed 35 per cent. (25 per cent. in Olitorius). 

(iii) Bottom, straight ‘morahead’ fibre of inferior quality, without sticks or 
hunks. 
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again, there are three types: representatives of jute mills, large 
European or Indian baling firms, and finally small concerns of 
essentially local importance, with an individual turnover of 5,000 
to 30,000 maunds annually. The kutcha bale comes in various 
weights, a bale of 3 to 4 maunds being common. ‘There were 
1,945 kutcha baling presses operated by manual labour and 
seventy-five operated by steam or oil in 1954-5. This capacity is 
considered adequate. Kutcha bales were mostly exported to 
India!; the remainder being pressed into pucca bales of 400 lb. 
on hydraulic presses operated by shippers or balers whose charges 
are fixed. Sometimes, loose jute is also baled into pucca bales 
directly. At the time of partition there were thirty-two pucca 
presses of which the largest number were located at Narayanganj 
and Mymensingh, with a baling capacity of 2-7 million annually. 
By the middle of 1955 their number had increased to seventy- 
eight. Usually the pucca presses worked for eight months (15th 
July-15th March) but on a twelve-month basis their effective 
capacity could be placed at over 7 million bales annually. 

After pucca baling, the jute moves into the shipping terminal 
stations of Chittagong, Chalna (now Mangla), and Calcutta. The 
importance of Calcutta in the marketing mechanism of jute 
continued after Partition. Almost 60 per cent. of world jute 
loomage? and many of the pucca baling presses were situated in 


(iv) Cross-botitom, specky jute with long roots. 

(v) Habi-jabi, tangled and ravelled jute containing ‘hunka’ or roots inter- 

mixed with sticks. 

(vi) Cuttings, roots and sticks of stems. 

(c) While any number of specifications in colour are possible, the main differ- 
ence is between White and Golden (Tossa). 

Theoretically there can be twenty-four selections reached by classification 
(cuttings and habi-jabi excepted). In practice, however, the balers have a 
variety of specifications; the idea seems to be to build up a ‘differentiated’ 
product. It is generally thought that such differentiation has been carried too 
far and efforts are being made to reduce the number of selections. 


1 'The export of raw jute in kutcha bales has been banned since December 
1954 to check under-grading and other malpractices in the jute trade. It was 
simultaneously decided to reduce the maximum pucca baling rates from Rs. 4-8 
to Rs. 4 per pucca bale for baling, with storage and other facilities, and from 
Rs. 3-8 to Rs. 3 per bale for outside balers. 


2 Of 118,000 jute looms in 1952, India had 68,500, followed by the U.K. 
(11,200), France (7,700), Germany (6,300), Belgium (4,800), and Italy (4,500). 
There were 6,000 looms in South America (mainly Brazil) and 2,800 in North 
America (mainly U.S.A.). Source: Jute Manufacture, Commonwealth Econo- 
mic Committee, H.M. Stationery Office, London, 1955. 
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its environs. No jute export quota to India was in operation in 
1947-8 while in 1948-9 and 1949-50 trade agreements provided 
for export of the equivalent of five and four million bales respec- 
tively. Calcutta’s ‘loose jute’ markets, therefore, continued to 
pool almost all the kutcha bales, not directly purchased by Indian 
mills in Pakistan baling centres. Over the years the transport 
system was geared to feed Calcutta. Marketing intermediaries 
operating even in distant baling centres, were Marwaris, with 
headquarters at Calcutta, and many kutcha baling presses were 
owned by them. At the pucca baling level Europeans dominated 
and a large part of shipping was done by them through head- 
offices in Calcutta. Finally, banking facilities were concentrated 
at this port and from there credit flowed into East Bengal’s jute 
trade. 

India’s refusal to recognize Pakistan’s exchange rate in Sep- 
tember 1949 suddenly disrupted this link with Calcutta, resulting 
in a lack of banking and exchange facilities for the jute trade. ‘To 
arrest the dangerous fall in jute prices, the Government of Pak- 
istan issued an Ordinance on 22nd October 1949 to ‘safeguard 
international trade in jute’. It vested Government with powers to 
fix minimum support prices and to appoint agents and brokers 
to purchase, store, and sell jute on behalf of the Central Govern- 
ment. A Jute Board was created to administer these powers and to 
supervise all matters concerning storage, transport, and insurance. 
The Board was also given authority to regulate the charges made 
for baling. At the same time, the Government of East Bengal 
promulgated an Ordinance called the ‘Jute Dealers’ Registration 
Ordinance’ which required all dealers, occupiers of jute godowns 
and kutcha and pucca balers to register themselves and to obtain 
a licence which would be renewed only if conditions stipulated 
by the Government were fulfilled. ‘The powers obtained by 
Government were designed to create a monopolistic organization 
which would put the props under the jute economy and break 
the hold of Indian purchasing agencies. 

Next, the Government announced minimum prices for loose 
jute. Fat White Bottom qualities were fixed at Rs. 23 per maund 
and premiums and discounts on this price made for other qualities. 
Prices at the primary hats were reduced by a uniform Rs. 2-8 to 
cover the margin of carriage and other charges, together with the 
profits of the middlemen from the primary to the secondary 
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markets. The Jute Board appointed agents throughout the country 
who were prepared to ‘associate themselves’ with the Board in 
buying at the minimum prices. By the end of the 1949-50 season, 
159 agents were appointed, enabling a number of nationals to 
enter the trade. Through its agents, the Board purchased 850,000 
maunds of jute valued at Rs. 20 million. Formerly, except for a 
few presses, the rest were reserved only for the jute of shippers 
who were naturally not over-anxious to increase competition by 
baling for others. The overriding powers of requisitioning of 
presses assured baling facilities to newcomers. 

Simultaneously, banking facilities for agents, which formerly 
were extended from Calcutta, were provided through the estab- 
lishment of the National Bank of Pakistan. During 1949-50, the 
first year of its operation, its peak lending reached the figure of 
Rs. 36°5 million. It is significant that its entire advances to 
agents were scrupulously repaid. 

The jute crisis also directed attention toward increasing pucca 
baling capacity and seventeen presses were ordered (twelve by 
private interests and five on Government account) and further 
additions have continued. Simultaneously, port facilities to ship 
the pucca bales had to be improved. The development of Chitta- 
gong and Mangla ports is described in Chapter XIV. A problem 
of increasing difficulty at this stage was smuggling. It affected 
trade channels disastrously, reduced effectiveness of Govern- 
ment’s marketing policies and enabled Indian manufacturers to 
dispense with official transactions, while obtaining Pakistan raw 
jute at lower prices than at the official rate of exchange. To 
compel Indian mills to enter the markets officially, it was essential 
to eliminate smuggling to the fullest extent possible. 

In 1950-1 the Board again entered the market with a minimum 
price of Rs. 20-8 per maund and purchased 2-35 million maunds 
valued at Rs. 45 million through 383 agents. In this season the 
Government provided an additional facility by announcing prices 
of unassorted jute at the doorstep of the grower. Support prices 
were not fixed in the earlier part of the 1951-2 season, but in the 
second half of the season, the situation worsened and in March 
1952 the Jute Board again fixed minimum prices (fat White 
Bottom being priced at Rs. 23 per maund). By June 1952 the 
Board was called upon to purchase 6-9 million maunds at an 
investment of Rs. 165 million. Prices continued to decline in the 


64 THE ECONOMY OF PAKISTAN 


face of a bumper 1952-3 crop and minimum prices for the 1952-3 
season were reduced, Jat White Bottom being placed at Rs. 17 
per maund. In these circumstances the Board inevitably made a 
loss of roughly Rs. 75 million. However, its effective intervention 
helped to stabilize trading conditions for the 1952-3 crop by 
removing the carry-over from the market. Its purchases saved 
the new entrants into the trade from bankruptcy and relieved the 
National Bank of 2 million maunds of jute with which it was left 
when borrowers defaulted. 

Commencing in November 1950 eleven co-operative societies 
were appointed agents by the Jute Board. Their number increased 
to twenty-four in the 1951-2 season and to sixty-four by 1954-5. 
They buy jute directly from the growers all over the province. 
They have been provided with the concession of selling directly 
to the Jute Board, which may also advance money to them through 
their co-ordinating body, the East Pakistan Co-operative Jute 
Marketing Committee. The increasing activities of the societies 
are perhaps the most significant development in the marketing 
of jute in recent years, next only to the operations of the Jute 
Board. 

In recent years, the crop has been strictly regulated, obviating 
the need for the Jute Board to enter the market. Minimum prices 
have been fixed from time to time. An export price-check operated 
by the State Bank has ensured that export commitments reflected 
current prices and under-invoicing of exports was stopped. Late 
in 1954 the Provincial Government suspended trading licences of 
several traders found to have indulged in exchange and other mal- 
practices. Licences for the 1955-6 season were renewed after close 
scrutiny and a number of traders suspected of malpractices were 
eliminated. 

To sum up, the marketing mechanism has been greatly streng- 
thened. Many nationals have entered the jute trade. Arrange- 
ments with inland navigation companies enable quick transport 
of purchased jute to the baling centres. Smuggling may now be 
said to have been almost eliminated. National banking, baling, 
and shipping facilities have been expanded and the country is 
now in a position to bale, store, and ship its crop without difficulty. 
Domestic utilization of raw jute is increasing with the develop- 
ment of a jute-goods industry. From roughly 100,000 bales 
consumed locally in 1947-8, internal consumption has risen to 
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roughly 400,000 bales in the 1954-5 season and should further 
rise to over 1:4 million bales when a capacity of 12,000 looms is 
in operation by 1960. 

Thus for the foreseeable future approximately two-thirds of 
Pakistan’s jute crop must be exported in the unmanufactured form. 
The Five Year Plan Draft indicates a production of 6-4 million 
bales in 1959-60 ‘to keep the supplies in line with the total 
present demand from domestic and foreign markets’.+ 

Cotton is grown largely in West Pakistan, though a small crop is 
produced in the Chittagong Hill Tracts of East Pakistan. Accord- 
ing to standards recognized in the sub-continent, the greater 
part of the Pakistan cotton crop is classified as ‘long-staple’ and 
‘medium’. It varies from slightly over 1 inch (for the variety 
commercially called ‘289F’) to ? inch (for the variety classified 
as ‘4F’), with intermediate staples of 15 inch (‘N.T. Sind’) and 
13 inch (‘L.S.58.’). The staples have been developed from American 
strains, the first to be introduced being 4F in 1914. They have 
gradually replaced the local short-staple (mostly 1% inch) dest 
cotton, which has been grown in the Indus Basin since 2500 B.c. 
or perhaps even earlier. Among the American varieties the 
tendency has been toward increasing cultivation of the longer 
staples. L.S.S. steadily replaced 4F in the mid-thirties, but 
in turn 4F yielded ground to the superior varieties of 289F in 
the Punjab (124F and 199F) and of N.T. in Sind (M-4). Further 
improvements in staple are expected with the commercial dis- 
tribution of the Lasani type which has been subjected to ex- 
tensive tests over the past few years. Its staple length is 1-17 
inches. 

Cotton is a kharif (summer) crop and is extensively grown on 
irrigated lands. Sowing starts by the beginning of May in Lower 
Sind and progressively later towards the north. Picking com- 
mences by the end of July in Sind and may continue up to the 
middle of January in the upper parts of the Punjab. Planting is 
mostly ‘broadcast’ and little manure is applied. 

Variations in acreage and yield are accounted for mainly by 
weather conditions. However, figures in the two years after 
Partition compare unfavourably with 1946-7. Disturbances in the 
Punjab late in 1947 affected standing crops and pickings while the 
1948-9 short crop was probably explained by inexperience of 

1 FYPD, Ch. 14, para. 23. 
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East Punjab refugees in cotton farming on irrigated lands and by 
floods in the Indus.1 

However, both acreage and production increased after 1950-1, 
as conditions progressively returned to normal and better seed, 
fertilizers, and other facilities were made available to the cultiva- 
tor. The food shortages of 1952-3 and 1953-4 led to an official 
discouragement of cotton growing in favour of summer grains, and 
a 10 per cent. reduction in acreage was imposed in the Punjab. 
However, the growth of the textile industry led to a sharp increase 
in domestic consumption from less than 100,000 bales to 800,000 
bales in 1954-5 and an estimated annual normal demand of over 
one million bales in subsequent years. In order to maintain the 
exportable surplus at 1:2 million bales, a grow-more-cotton 
campaign was launched for the 1955-6 crop, through subsidized 
distribution of chemical fertilizers, improved seed and better 
water supplies. Increases in acreage are under way as new lands 
in the Thal area and Lower Sind are brought under cultivation 
with the completion of major irrigation schemes. 

Although yield per acre has risen from 141 lb. in 1947-8 to 196 |b. 
in 1954-5, the yield in Pakistan is admittedly poor when com- 
pared with cotton grown on irrigated lands in other countries.? 
Research to improve yields has been conducted in the area for 
many years and is now co-ordinated to a great extent by the 
Pakistan Central Cotton Committee. Constituted in January 1949 
this body seeks to improve production and marketing of cotton 
through research, extension work, the provision of technical 
facilities, &c. ‘The Committee has approved over thirty research- 
development schemes ranging from improvements in the quality 
and yield of cotton to supply of pure seed, control of cotton 
diseases and pests. An Institute of Cotton Research and ‘Techno- 
logy (including testing and laboratory facilities) was established 
at Karachi in 1953 and three fibre-testing laboratories were under 
construction elsewhere. The number of research stations in- 
creased from six in 1947 to seventeen in 1956. ‘The Committee 
has also concerned itself with the marketing problems of cotton 


1 The average holding allotted to a refugee family varied from 6 to 8 acres. 
This may be uneconomical for cotton, little land being available after meeting 
needs for food and fodder. 


2 Comparable yields for lint cotton are: Egypt, 520 lb., Arizona (U.S.A.), 
767 |lb., Southern California (U.S.A.), 650 lb. 
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and cotton-seed, forecasting methods, the ginning and pressing 
industry, &c. Its work was financed through the levy of a cess of 
4 annas per bale on ginned cotton and through grants-in-aid 
from the Central Government. 

Mention must also be made of the Cotton Control Act adopted 
in the Punjab in 1949 and later extended to Bahawalpur. The 
legislation provided, among other things, for the cultivation of 
cotton on a regional basis, so that specific staples were restricted to 
specified zones with pure seed distributed by official agencies in 
the particular zones. ‘The legislation largely succeeded in minimiz- 
ing the mixing of different staple varieties. 

The average cultivator does not grow more than a few hundred 
pounds of kapas (unginned cotton) and retains a little for hand- 
spinning and other domestic uses. The grower may sell his pro- 
duce either in the nearest mandy (market-place) or ginning factory 
or at his doorstep to itinerant dealers, agents or brokers represent- 
ing ginners (in most parts of Sind and some areas in the Punjab), 
or to some intermediary of the mandy (in most parts of Bahawal- 
pur and the Punjab). Sometimes sales are made on a forward basis 
and in return the grower may obtain (in Sind, the zamindar 
invariably does) an advance of a few rupees per maund of phutti 
(bundles of kapas) contracted (see also Chapter VII). Forward 
sales are made with or without fixation of prices. Sometimes, even 
ready sales may be made on an ‘unfixed-price’ basis, in Sind and in 
some parts of Multan District; there is a tendency for the practice 
to spread to other areas. 

The responsibility for transportation rests on the grower, 
even when the sale is ex-village. Where communications are good, 
the grower may transport kapas to the ginning factory on his own 
cart. Alternatively a small discount in the price has to be con- 
ceded and arrangements are then made by the ginner or dealer 
with contractors operating with strings of camels in areas where 
communications are primitive and with gadday (bullock-carts) 
or lorries where roads are better. In parts of Sind, kapas is 
brought to the factories by rail. 

Cotton thus finds its way to the ginning factory or the mandy. 
The mandy system is well established in the Canal Colonies of the 
Punjab, with the exception of parts of Multan Division. There are 
over 150 mandies in the Punjab and ten in Bahawalpur State, an 
average mandy servicing fifty to sixty villages. No mandies 
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dealing in cotton are found in Sind or Khairpur State. Ginning 
factories are generally situated near the mandies. 'The most 
important functionary in the mandy is the commission agent 
(arhatiya). Strictly speaking, he is a middleman between the 
grower and the ginner, though working on behalf of the grower. 
(After the 1950-1 season many agents started trading on their 
own account.) The agent receives for his services (and for other 
incidental charges incurred such as storage and weighing), a 
varying charge, not exceeding Rs. 1-9 per maund of kapas in 
most of the ‘regulated’ mandies. He also performs this service for 
the small dealer and sometimes may even finance him. In non- 
mandy areas, the broker acting on behalf of the ginner generally 
takes the place of the commission agent. 

The ptice received by the grower for his kapas bears a close 
relationship to the prevailing prices of lint cotton of the same 
staple in the Karachi market, and the ginning output of kapas, 
which varies between 28 and 35 per cent., but is taken on the 
average at 33 per cent. (i.e. 3 maunds of kapas equal 1 maund of 
lint plus 2 maunds of cotton-seed). The grower is also given the 
price of cotton-seed at the prevailing market prices. Payment is 
made by the ginner directly (or through the commission agent), 
either immediately on weighing or after a lapse of time, according 
to the usage of the area; generally speaking it is made three days 
after weighing. 

The ginning process is done mostly on roller gins, though the 
popularity of saw-gins is spreading (at present there are 8,555 
roller gins, 1,470 double roller gins and 375 saw-gins). There are 
807 ginning and pressing factories in Western Pakistan, of which 
450 are small units with only one or two roller gins. The present 
facilities are considered sufficient for the entire cotton crop, though 
a great deal of modernization is certainly necessary if the ginning 
quality of the crop is to be improved. An allocation of Rs. 68 
million for this purpose has been made in the Five Year Plan. 
New capacity is, however, to be installed in regions where land is 
being brought under cotton cultivation for the first time, as in the 
Thal and Sind barrage regions. The average cost of ginning in the 
Punjab reportedly varies between Rs. 16 and Rs. 24 per bale, 
depending on various considerations. Similarly, pressing charges 
vary from Rs. 10 to Rs. 12 per bale. 

The factories may roughly be classified as those which were 
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(a) purchased by the operators, and (bd) allotted by the refugee 
rehabilitation authorities. Since most of the factories in the 
Punjab were declared evacuee property, they have been allotted on 
a periodically renewable basis to refugees. Some of the allottees 
gin on their own account, though in most cases (over 60 per cent.) 
they work on a commission basis or rent, lease or sub-let the full 
capacity or part of it on a Hat or pro-rata bale basis. 

After cotton is ginned, tm. following alternatives are available 
to the ginner for disposal: (a) sales ex-factory (z) to textile mills, 
(a) to representatives of Karachi export houses; (5) consign- 
ment to Karachi commission houses on a Karachi-selection con- 
tract basis; (c) consignment to Karachi on a factory-selection 
contract basis, the contract 5 ing arranged by the Karachi com- 
mission house with which me ginner deals. Since many of the 
textile mills in the interior have their own ginning and pressing 
factories, not much cotton is sold ex-factory to such mills. ‘The 
more general practice of ex-ginnery sales is restricted to purchases 
by export houses at Karachi. Most of the important export 
houses own or have been allotted ginning factories. They also 
obtain factories on a lease or other basis from allottees. Never- 
theless, many of them do not depend only on the output of their 
own factories, but purchase from other factories through agents 
spread over the cotton territory. The practice of agents is to 
purchase on the basis of sample pressed bales from ginning 
factories whose reputation for good ginning is well-established. 
Alternatively the factory selection contract is used. Under this 
contract, the purchasing firm deputes a representative to the 
ginning factory to select kapas from the stocks available at the 
ginnery and to have the same processed under his supervision. 
The larger part of the crop in the Punjab and in Bahawalpur is 
sold, however, on the basis of Karachi consignment. In this case, 
the ginner despatches cotton to a commission house at Karachi, 
recelves some advance payment and obtains final payment only 
when a sale is effected. 

After ginning, the cotton begins to move toward Karachi, where 
it is stored in huge yards called plinths. The types of firms which 
then handle it are (a) large export houses with their own ginneries 
and purchase agents, (b) large commission-cum-export houses, (c) 
commission houses. ‘The commission houses are able to obtain the 
business of many ginners since the latter do not have their own 
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plinths, or are unable to have banking connexions of their own. 

The transactions between the selling groups (commission 
houses) and the buying groups (export houses) at Karachi are 
mediated by brokers appointed by the two cotton associations 
operating at Karachi, viz. the Karachi Cotton Association and the 
Pakistan Cotton Association. 

Finally, cotton in the hands of export houses is sold to foreign 
importers. In the absence of established grades, the basis of sales 
are types evolved by the export houses over a period. A type 
usually represents a standard cotton with a specific colour, clean- 
liness, and consistent spinning performance; it is a blend based on 
a very detailed knowledge of the properties of cotton in different 
tracts and the varying reactions to moisture and climatic changes. 
Within the small cotton-growing area of the country the variations 
in quality and staple are known to be enormous.? 

Increasing official intervention in the marketing mechanism has 
been necessary in recent years due to wide instability in the 
cotton market. The market operated until 1955 without hedging 
facilities. Many firms in the trade had little experience in judging 
trends, since they were introduced deliberately into the trade only 
after Partition, through the official export licensing policy. As a 
result, the market tended to respond to changing influences 
with considerable volatility and unpredictableness. A crisis 
occurred in October-November 1950 following a sharp rise in 
price in the wake of the Korean War and a short crop in the U.S.A. | 
The situation was met by increasing export duties from Rs. 60 to 
Rs. 300 per bale in November 1950 to depress internal market 
prices and thereby enable the fulfilment of contracts. However, 
to ensure that similar crises were not repeated, a Cotton Ordinance 
was promulgated in December 1950 (replaced by the Pakistan 
Cotton Act in April 1951). This gives the Central Government 
powers to fix minimum prices for cotton, to regulate ginning and 
pressing charges, to compel ginners to buy cotton and pay not less 
than the minimum prices fixed, to deal in cotton and to register 
and regulate the trading and movement of cotton. A Cotton 
Board was created to administer the legislation. In addition to its 
immediate executive functions, the Board was charged with the 
scrutiny of trading practices concerning marketing, forward 
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1 The description of the marketing process is drawn mainly from Marketing | 
and Financing of Cotton in Pakistan (State Bank of Pakistan, 1953). | 
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transactions, insurance, storage, &c. Government intervention 
through the Board became necessary late in February 1952 as 
prices collapsed following the world textile recession. On Ist 
March 1952, the Government announced a price support scheme 
whereby floor prices for cotton at Karachi were fixed. The 
support for 289F, roller-ginned, was fixed at Rs. go per maund with 
appropriate differentials on the basis of types, staples, and 
qualities, and the Cotton Board was authorized to purchase cotton 
at Karachi at the support price. By the end of the 1951-2 season 
the Board had purchased about 450,000 bales. The Board sold 
large quantities from its stocks to foreign buyers, in some cases at 
prices lower than its purchase prices. It also subsidized the sale of 
some cotton by export houses at prices below the support levels, 
meeting the differences between contracted and support prices, 
leading to a loss of about Rs. 40 million. 

Although the price support scheme was not continued in the 
1952-3 season, the marked weakness in Karachi prices early in 
1953 brought Government intervention through fixation of 
minimum export prices. An export-price check operated by the 
State Bank to safeguard against under-invoicing of cotton exports 
was employed for the purpose of ensuring that contracts below the 
minimum fixed prices were not approved. ‘This measure met with 
some degree of success, although it meant a departure from the 
normal functioning of the market. A more radical departure was 
introduced, however, with the decision in February 1953 to invite 
barter proposals from private firms, both local and foreign, for 
export of raw cotton in exchange for certain specified import items. 
Subsequently the policy was modified by limiting transactions to 
the import of cotton yarn exclusively and that only against export 
of the old crop cotton stocks held by the Cotton Board. The 
barter policy was successful in disposing of the entire stock of 
1951-2 season cotton held by the Cotton Board, amounting to 
100,000 bales against 48,814 bales of cotton yarn. 

Finally, an important development in the marketing sphere was 
the re-introduction of trading in cotton ‘futures’ (or ‘hedge’ 
trading) in February 1955 after a suspension of over eight years 
and following a prolonged agitation by cotton trade and textile 
interests. ‘The basis of the contract was N.T. Sind roller-ginned of 
fine quality, but all qualities of the American staples (both roller 
and saw-ginned) were made tenderable. The Karachi Cotton 
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Association operates the clearing arrangements; settlement is 
normally on a weekly basis with provision for closure and earlier 
settlement in case of large fluctuations in prices. The resumption 
of hedge trading has provided a much-needed element of safety to 
textile mills and others in the trade by enabling future require- 
ments or commitments to be ‘hedged’ against the possibility of 
loss arising from untoward changes in prices. 

Meanwhile, the growth of the cotton textile industry has led to 
a declining export surplus and necessitated the launching of a 
vigorous grow-more-cotton campaign. The Five Year Plan 
envisages an increase of 40 per cent. in production, by about 
630,000 bales to 2-25 million bales. 

Wool production is estimated at 24 to 26 million lb. annually, 
while another 8 million lb. of Afghan wool is normally exported 
through Karachi. The greater part of Pakistan production was 
exported in the past, but local utilization is increasing, indicated 
by a decline in exports in the past few years with no decline in 
production. The Punjab produces slightly more than half of the 
total output followed by Baluchistan, the N.W.F.P. with its 
tribal agencies and areas, Sind and Bahawalpur. About 88 
per cent. of the output is shorn wool, the remainder being pulled 
from the skins of slaughtered or dead animals. There are generally 
two clippings, one in February-March and the second in Septem- 
ber-October. The average annual yield of wool per sheep works 
out at 4 lb. in Sind and the Punjab. 

Pakistan wool is classed as ‘carpet wool’, as it comes from fleece 
which is light, coarse, uneven, and kempy, suitable for the 
manufacture of low count yarns used in the weaving of carpets, 
rough blankets, &c. However, with the improvement in trading 
and marketing arrangements, some of Pakistan’s wool can be 
used for medium-grade serges, tweeds, rugs, hosiery, and other 
fabrics. It may also be used for mixing with finer wools. Proper 
grading is rendered difficult due to the inability of ignorant shep- 
herds to separate different grades of wool clipped from different 
parts of sheep. The neglect is sometimes compounded by middle- 
men who may mix adulterants for weight. Some exporters do 
what they can to clean and standardize the product, though by the 
time it reaches them, the wool is usually one of several varieties of 
‘carpet type’. 

The marketing process starts with a number of itinerant small 
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merchants who go into the villages far ahead of the shearing season 
and make purchases from shepherds on the basis of expected yield. 
A cash advance payment is often made. Sometimes village shop- 
keepers may lend money against promise of delivery later. A 
large part of the wool output being thus sold in advance, the 
producer loses interest in the quality of the fleece, as his contract 
makes no stipulation about quality. Shearing is done on dirty 
ground, ordinarily, and the sheep are rarely washed beforehand. 
The shears are primitive and sometimes the shearing is incomplete. 
Sometimes colours are sorted out, but not always. 

The small merchants transpor: the wool to wholesale merchants 
and commission agents in the town markets. The latter sell either 
on behalf of the small merchants or on their own account, and are 
ordinarily not concerned with preparing wool for the market 
except for some wholesale merchants who are also in the export 
business. In the past, there was much ‘quality-mixing’ on the 
part of exporting merchants with a view to evolving blends or 
standards which varied from firm to firm and bore little resem- 
blance to any of the widely-accepted principles of grading. How- 
ever, with the introduction of a Wool Grading Scheme and its 
compulsory application to all exports in September 1954, the 
number of grades was reduced to three types, corresponding to the 
broad classifications generally prevalent in the trade. 

The sale of wool to foreign customers is arranged in two ways: 
by consignment to the Liverpool Auctions or sale on direct C.I.F. 
basis. The greater part of Pakistan’s wool is sold in the former 
manner. Sales are conducted by four firms of brokers dealing 
only with a few Pakistan export houses, mostly foreign, which in 
turn have no direct dealings with local merchants. The export 
houses appoint their own guaranteed brokers, who examine the 
quality of the wool, undertaking to advance from 60 to 80 per cent. 
of the value to the local merchants concerned. At this stage the 
export house assumes responsibility for warehousing and ship- 
ment to Liverpool. After the sale at one of the periodical auctions 
at Liverpool (eight are held annually), the price obtained is 
intimated and after all deductions of the export houses and guar- 
anteed brokers are made, the balance is paid over to the local 
export merchant. Commissions paid may alone total g per cent., 
excluding rail transport, handling at ports, warehousing, shipping 
and insurance, and other necessary expenses, 
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The second method consists of direct sales by the local exporters 
to foreign buyers on a ‘firm contract’ basis, the only intermediary 
being the broker in the foreign country. This is a less expensive 
alternative and does not involve the features of a gamble which are 
inherent in the consignment business, since it is often four to six 
months after consignment by the local exporter when the goods 
are sold and in the meantime wool prices may have fluctuated 
widely. Yet the very fact that large consignments are sent to 
Liverpool indicates some advantage and many local exporters assert 
that they can obtain better prices through the Liverpool Auctions. 
It is likely that the absence of recognized grades in the past may 
have led buyers to insist upon personal inspection of lots on the 
Auctions before purchase. Direct buyers would be taking a greater 
risk and would provide for it by offering a lower price. Hence 
the practice of direct purchases may be stimulated and better 
prices obtained following the enforcement of the Wool Grading 
Scheme and the improvements now under way at several stages 
in the production and marketing of wool. 

The breeding of improved stock by crossing imported with local 
animals and by concentrating on the improvement of the higher 
wool-yielding sheep available in the country (e.g. Tirahi, Kaghani, 
and Harnai with an annual clip of 4-5 lb. per head), is designed to 
produce animals with a heavier and finer fleece. Mention may be 
made of the Commonwealth Livestock Farm in the Punjab, 
established with Colombo Plan aid from Australia, New Zealand, 
and Canada, where scientific sheep rearing and management 
techniques are being evolved. Some work is also being done at a 
few sheep-breeding farms elsewhere in the country. The Tech- 
nology Wool Institute, set up under the Wool Grading Scheme, 
contains an independent section for research on sheep breeding 
in relation to the production of wool. Sheep-shearing units 
have been set up in the N.W.F.P. and the Punjab and provide 
facilities for the scientific shearing of sheep by experts, and the 
grading of wool. It is also proposed to extend the operation of 
the Grading Scheme up-country, so as to ensure the proper 
grading and baling of wool in those markets even before it reaches 
Karachi. 

Tea production increased from 43:3 million lb. in 1948 to 
55 million lb. in 1955, and the White Paper accompanying the 
1957-8 budget states that production will be increased to 80 
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million lb. per annum mainly to satisfy fast-growing domestic con- 
sumption. The tea estates are situated on not over 85,756 acres, 
the maximum acreage being fixed at this level under the Inter- 
national Tea Agreement. Almost three-fourths of the area is 
owned by European planters, while the Pakistani-owned area is 
18 per cent., the rest being under Indian ownership. Exports have 
declined somewhat recently, due chiefly to increased domestic 
consumption. Part of this increase has been due to the consump- 
tion of local tea instead of higher-quality imported tea. The 
major portion of Pakistani tea is marketed in London. Formerly 
tea was sent to the U.K. under a bulk purchase agreement with 
the Ministry of Food. Since its termination, tea is shipped to 
London on consignment basis for sale in the auctions. Some 
tea is also exported to foreign countries from Chittagong on a 
direct C.I.F. basis. After Partition, some steps were taken toward 
starting auctions at Chittagong, the first public sale taking place in 
July 1949. Though auctions have been regularly held thereafter, 
their importance has been confined to local traders buying for the 
West Pakistan market, and they have not been able to attract 
many foreign buyers. 

The tea grown in Pakistan is generally used for the purpose of 
blending and does not compete with high quality tea, though it is 
not inferior to equivalent grades grown elsewhere.t Among the 
components of cost, the expenditure on labour in the form of 
wages, dearness allowances, food concessions, &c., is the largest 
and is relatively inflexible, though in the face of growing marketing 
difficulties, there has been some reduction in the allowances of 
labourers since 1953. Another element in cost is the price of tea 
chests. Pakistan tea is packed in wooden containers to ensure good 
quality at destination. The industry has to pay relatively high 
prices for containers. Tea is transported from the gardens to the 
port of Chittagong by rail, with freight rates high. 

Before Partition a number of Indian banks financed the tea 
estates. With their disappearance, the credit facilities available 
to the estates have been greatly reduced, except for the European 
estates which are well established with good financial backing. 
Indian-owned estates are generally in a neglected state, the owners 
having migrated to India. The tea gardens owned by Pakistanis 
suffer a severe lack of working capital, and many owners are heavily 


1 See Chapter XVI for discussion of prospects for tea exports. 
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in debt, though their position may have improved following 
suspension of the export duty of As. 3 per Ib. in 1953 (since re- 
imposed in 1955) and the higher prices of 1954. Most of their 
estates were taken over from Hindus after Partition. They are 
small and their owners new to the industry. At present there are 
only two banks to which Pakistani growers can turn for assistance, 
in addition to the Agricultural Finance Corporation which has 
advanced a few loans to tea growers since 1952. The National 
Bank of Pakistan provides adequate credit for moving the crop to 
Chittagong. 

Hides and skins are produced chiefly in East Bengal. About 88 
per cent. of the 5-3 million pieces of hides are kips (oxen or cattle 
hides) and the remainder buffalo hides. Slaughtered animals 
provide only 39 per cent. of the total, the remainder being ‘fallen’ 
(from dead animals). ‘The Punjab is the only other major producer, 
in addition to East Bengal, the latter producing 61 per cent. of the 
country-wide total. 

Annual production of skins from adult sheep and goats is 7-1 
million pieces, of which 68 per cent. are goatskins. Since a very 
large number of both sheep and goats are slaughtered for meat, 
nearly 86 per cent. of the skins are obtained from slaughtered 
animals. ‘The Punjab produces 31 per cent. against 24 per cent. 
from East Bengal. The annual production of fur skins (chiefly 
from lambs and kids, but also from foxes, jackals, lynx, &c.) 
is estimated at 1,198,000 pieces, of which the bulk of 77 per cent. 
represents lamb skins. 

Fancy skins (snakes, lizards, crocodiles, &c.), account for 
about 804,110 pieces, lizard skins comprising 85 per cent. of this 
total, while a few tiger and leopard skins figure among the re- 
mainder. West Punjab produces most of the fur skins, and East 
Bengal the fancy skins. Some camel, horse, and donkey hides are 
also sold, but no production figures or estimates are available. 

The indigenous leather industry is growing in importance and 

the exportable surplus has been steadily reduced. 

_ Flaying is done with knives, instead of machines, and too often 
it is carried out by inexpert persons, in the hours before daylight, 
in poorly lighted sheds. Hence cuts and flay marks are common, 
with the result that the value of the product correspondingly 
declines. The N.W.F.P. has an organization to educate butchers 
in scientific methods of flaying and curing. Punjab has a similar 
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scheme. The N.W.F.P. also initiated experiments to exterminate 
the warble fly, as this insect punctures hides and reduces the 
quality of the product. A grading scheme for hides and skins on 
the lines of the Wool Grading Scheme has been prepared. It has 
met, however, with uncompromising resistance from traders, and 
hence has not yet been sanctioned. 


IV 
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region so that scope for cultivation based‘on rainfall is 
restricted. During the past century there has been 


A S indicated in Chapter I, Western Pakistan is a semi-arid 


developed in this area one of the outstanding irrigation systems of 
the world. Deserts have been converted into flourishing lands 
which support millions of peasants, where previously only an occa- 
sional nomad had wandered. Much of the irrigation is by canals 
which draw on the current flows in the river system of the Indus 
Basin, although extensive areas are also irrigated by water from 
wells, tanks, and underground water channels (the last-named in 
Baluchistan). Of the 131 million acres of the Indus Basin that lie 
in Pakistan, the area of irrigated crops amounts to 21 million 
acres. | 
The canals are of two types: (a) inundation canals, dependent on | 
the natural overflow of waters from the rivers, and (b) perennial 
and non-perennial canals which are fed by artificially deflecting the 
flow of water. ‘The former have obvious shortcomings, for water is 
available only if the rivers rise, as in summer when swollen with 
the melting snows in their catchment areas. At this time of year, 
their discharge may increase to over twenty times the winter 
minimum. Moreover, the discharge varies markedly from one 
year to another, and if the winter snow-fall is light or the hot 
weather sets in late, the river is slow to rise and the crops cannot be 
grown. The major trend of the last century has been to make the 
natural river supply more reliable and to exploit minimum river 
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flows by building weirs at strategic points on the rivers. This has, 
however, not altogether eliminated fluctuations in supplies, and a 
shortage of rains does not fail to affect the discharge available in 
the rivers and, therefore, in the canals which draw upon them. 
Again, since the present irrigation system depends on flow dis- 
charges, the area that can be sown to crops is practically restricted 
to the minimum firm supplies in the rivers, while large surpluses of 
water in the summer months cannot be used in the absence of 
storage dams since the peak flows occur in a period of two to two 
and a half months, and this period is not long enough for the 
growing of crops. Thus supplies in the canals are often tight 
during the vabi and critical periods of the kharif season. 

A canal system generally consists of a weir or a barrage across 
the sandy bed of a river, the headworks of the canal, the main lines, 
branches, distributories, and minors, the last two discharging 
through outlets into the water-courses which lead to the fields. 
The canals of the Punjab have also been classified into two types: 
irrigation canals which are used entirely for supplying water to the 
same doab (area between any two of Punjab’s five rivers) and 
feeder or link canals which carry water from one river to another in 
order that supplies may be balanced and deficiencies in one river 
made good from the surplus of the other. The feeder canals may 
also irrigate lands on their way. 

Table XII provides statistics of land under different types of 
irrigation in the country. It is proposed to review briefly the 
irrigation system of West Pakistan and then to describe the 
development which has occurred since Partition, as well as further 
development envisaged in the Five Year Plan, statistics for which 
are presented in Tables XIII and XIV. 


I. THE PUNJAB 

_The 12,000-mile canal network of the former province of Punjab 
(Pakistan) draws its waters from the Indus and its left bank 
tributaries—the Jhelum, Chenab, Ravi, and Sutlej. The canal 
network was built over many decades. The Moghuls had con- 
structed certain inundation canals, in the southern Punjab, more 
than three centuries ago. After the British annexation of the 
province, work was started to convert the inundation canals into 
weir-controlled canals and the first weir was completed at Mad- 
hopur on the Ravi in 1859 to feed a system of canals known as the 
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Upper Bari Doab, which took the waters of the river into the 
districts of Lahore and Amritsar, almost 100 miles away. Early 
in the ’eighties, the Sutlej was tapped for irrigating lands in what is 
now Indian territory by the Sirhind Canal at Rupar (1882). Work 
on the development of the Rechna Doab (i.e. the lands between the 
rivers Ravi and Chenab) was next taken up and the Lower Chenab 
Canal was opened in 1892 with headworks at Khanki, creating 
great new canal colonies in the central parts of Lyallpur and 
Sheikhupura. The Jhelum, the most westerly tributary of the 
Indus, was tapped in 1go1 at Rasul and its waters were brought 
by the Lower Jhelum Canal to the Chaj Doab (lands between the 
Jhelum and the Chenab) and another great canal colony was 
created in Shahpur. Attention then turned towards the desert 
lands of Montgomery which stretched to the south of the Ravi. 
While the Ravi was the nearest river, the Upper Bari Doab Canal 
already utilized most of the river’s winter discharge. There was, 
however, surplus water in the Jhelum, 200 miles toward the 
north but this would have to be brought to the desert across two 
rivers—Chenab and Ravi—which flowed in between. An out- 
standing feat of irrigation engineering—the Triple Canal Project 
—solved the problem in 1913-15. The Upper Jhelum Canal was 
taken out of the Jhelum at Mangla and connected with the Chenab 
at Khanki. Some of the Chenab flow thus released from feeding 
the Lower Chenab Canal was tapped further upstream and taken 
over to the Ravi by the Upper Chenab Canal and across the river 
by a ‘level crossing’ to be poured into the Lower Bari Doab 
Canal which at Balloki passed through Montgomery and into 
Multan District. A series of weirs were completed by 1932 
at Ferozepur in the north and Suleimanki and Islam in the 
south on both banks of the Sutlej (the Sutlej Valley canals). 
The Dipalpur Canal from the Ferozepur headworks irrigated parts 
of Lahore and Montgomery and the Gang and Eastern Canals 
served chiefly an area now in India, but part of Bahawalpur State 
also. Another headworks at Suleimanki carried the waters of the 
Sutlej into the Sadiqia and Fordwah Canals serving Bahawalpur, 
and the Pakpattor Canal serving the Punjab. From Islam, the 
Mailsi Canal was constructed on the western side and the Bahawal 
Canal on the eastern. Small areas in the extreme south-west 
of the Rechna Doab still remained uncommanded and there 
remained some inundation canals in Multan. While the four 
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major canals on the Jhelum and Chenab rivers utilized most of 
the available water supplies, it was found that there was some 
‘regeneration’ in the rivers. A barrage was therefore con- 
structed at Trimmu in 1940 and the Haveli Canal was taken 
from its eastern end and connected with the Ravi just above 
Sidhnai. The distributory system of the Sidhnai Canal was also 
enlarged so as to link it up with other inundation canals in Multan. 
From the western end, the Rangpur Canal was projected into the 
Nilibar region of Montgomery District. The back endpaper map 
shows the major irrigation systems in the Punjab and Bahawalpur 
State. 

Just over half of the irrigated area in the Punjab is located in 
the three districts constituting the major Canal Colonies, namely 
Lyallpur, Shahpur, and Montgomery. ‘These three colonies are 
called respectively, the Lower Chenab Colony (about 2-5 million 
acres), the Lower Jhelum (0-5 million acres), and the Lower Bari 
Doab Colony (1-3 million acres). In addition there are six smaller 
colonies. 

The Partition of the sub-continent cut across the irrigation 
system, built up on the basis of a unified Indus Basin. While 
almost 40 per cent. of the area irrigated by the Upper Bari 
Doab Canal remained in Pakistan, the headworks at Madhopur 
fell to India. Similarly the Ferozepur headworks, which as 
noted earlier fed the Dipalpur Canal and the Bahawalpur dis- 
tributory of the Eastern Canal, remained in India. Some of the 
protective embankments and other works of Suleimanki also 
remained across the border. Moreover, of the rivers from which 
the canal system in Pakistan obtained supplies, the Ravi, Sutlej, 
and Chenab flow for a considerable distance through Indian 
territory, while the Jhelum and Indus pass through the disputed 
territory of the State of Jammu and Kashmir which was cccupied 
by India. It was agreed at Partition that the supply of water to the 
canals which had their headworks in territories in India would be 
continued, subject to certain payments by Pakistan. In April 
1948, however, the supply was cut off in every canal crossing 
the new international boundary, thus affecting a cultivated 
area of 1-6 million acres. Though supplies were resumed later, 
another inter-Dominion dispute flared up, and is described 
below. 

The irrigation works of the Punjab have brought prosperity to 
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large tracts which, without water, would have remained desert. 
They have also been a source of revenue for Government. On the 
eve of World War II, Government was earning a net profit of 
30 per cent. from the three major Canal Colonies.? 

Turning to developments after Partition, mention must be 
made of three large direct irrigation canal projects and an equal 
number of feeder or link canal projects which have been under 
execution. 

(1) The Thal Project was designed to divert 10,000 cusecs from 
the Indus to serve parts of the districts of Shahpur, Mianwali and 
Muzaffargarh, which lie between the Indus to the north and west 
and the Jhelum and Chenab. Work started in 1939 and continued 
with many interruptions since. The irrigation side of the project 
including its main canals (230 miles) and distributories (1,530 
miles) was almost completed at the end of 1955. Its headworks, 
the Jinnah Barrage, were located at Kalabagh where the Indus 
emerges from the Salt Range. The project is designed to 
ensure regular supplies of water to slightly over a million acres, 
of which roughly 0-7 million acres would be new lands, not 
hitherto irrigated. The total cost of the irrigation project will be 
Rs. 155-5 million. 

Distinct but related to it is the Thal Colonization Project, 
costing Rs. 179 million, for speedily colonizing the lands being 
brought under irrigation. A statutory Thal Development Author- 
ity was created in 1949 for arranging the selection of colonists, 
preparation and allocation of land and for ensuring its rapid 
development on an integrated basis. It was empowered to buy 
tractors and other equipment to break up, clear and level the land, 
to construct irrigation ditches, build village link roads, establish 
schools and construct houses for the new settlers. By the end of 
March 1955, 33,712 families (mainly refugees) had been settled on 
450,000 acres in 640 new villages while about 10,000 families 
were being settled in another 240 villages in 1955-6. By March 
1956, eighty schools, three hospitals (in the new mandi or market 
towns), and many dispensaries were scheduled to be in operation. 


1 The total capital outlay was Rs. 345,300,000 on all the productive and protec- 
tive works of the undivided Punjab, and on this Government had earned 14:9 
per cent. In 1945-6 the earnings were 12:6 per cent. on the whole canal system, 
capital outlay being Rs. 460 million. The average annual net pre-war revenue 
of the Canal Colonies was in the neighbourhood of Rs. 39 million. In 1944-5, 
net revenues from the canals of the West Punjab alone were Rs. 63,369,000. 
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Work on four of the six townships being established in the Thal 
colonies was proceeding apace. ‘Two textile mills, two sugar 
factories, a cement plant (a Canadian gift) and a fertilizer plant 
(a U.S. gift), and one woollen mill have been established and there 
are plans for a steel plant and power unit, using Sui gas, in the 
same area. Work on preparing the new land was carried out with a 
fleet of tractors purchased under a $3-25 million loan from the 
International Bank for Reconstruction and Development. A 
considerable area, 150,000 acres, in the Thal which would not 
receive canal waters has to be put under irrigation by tube-wells, of 
which 200 were given by Australia. Seed farms, forest plantations, 
and nurseries have been established and a major livestock-cum- 
poultry centre has been developed with gifts of equipment, 
poultry, and animals from Canada, Australia, and New Zealand. 
The main towns, tractor stations, and other important places have 
been linked by a telecommunications system donated by New 
Zealand. It is expected that another 275,000 acres will be colon- 
ized in the Five Year Plan period (1955-60). Besides providing for 
the resettlement of refugees and families of demobilized soldiers, 
the project would bring an estimated increase of 343,000 tons in the 
production of food-grains and some increases in sugar-cane and 
cotton. 

(2) The Rasul Tube-well Project was designed to sink 1,860 
tube-wells, to pump about 3,000 cusecs of sub-soil water into the 
canals, thus enabling the extension of irrigation facilities, besides 
facilitating reclamation of water-logged lands in the Rechna 
and Chaj Doabs. (For a discussion of water-logging see 
below.) The project was linked with the Rasul hydro-electric 
project (see Chapter XI) but could not be brought into full com- 
mission as Rasul power was diverted to more urgent industrial 
work. However, 1,373 tube-wells were in operation by March 
1955: 

(3) The Taunsa Barrage Project is a multi-purpose project 
involving construction of a diversion barrage over the River Indus 
above Dera Ghazi Khan to transform the present inundation 
canals in Muzaffargarh and Dera Ghazi Khan districts into weir- 
controlled canals and provide improved irrigation for 667,000 
acres of land in addition to irrigating 710,000 acres of land. 
Only 48,000 acres of the new land is expected to be available for 
colonization during the Plan period ending 1960. The remaining 
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new area is to be commanded by construction of a canal named 
‘Upper Dera Ghazi Khan’ in the district of the same name. 
Specialized items of mechanized construction equipment for the 
project are being provided by the U.S.A., which is also financing 
the dollar cost of a contract with a steel fabricating firm to design 
barrage gates and to bring workshop machinery to Pakistan for the 
construction. The cost of the entire project is estimated at Rs. 
299°6 million, of which the U.S. share is $6 million or about Rs. 
28+5 million. 

The Sutlej Valley Canals have from their inception experienced 
deficiencies of supply at critical times—the sowing and maturing 
of kharif crops. After Partition, upstream withdrawals by India 
ageravated the situation. ‘The action taken by India in cutting off 
supplies in 1948, as mentioned above, posed another serious threat 
and underscored the urgency of a system of link-canals designed to 
make up shortages in the canal system dependent on the eastern 
rivers by drawing on the waters of the Chenab and Jhelum. The 
first link project to be taken up with great urgency in March 1948 
was the Bambanwalla-Ravi-Bedian Link, connecting Chenab- 
fed canals to the central Bari Doab Canals by means of a siphon 
passing under the Ravi (hence also known as the Siphon Scheme). 
The link was later extended from Bedian to the Dipalpur Canal. 
The second link project, the Balloki-Suleimanki, was started in 
1951 to supplement the shortages in the lower parts of the Sutlej- 
fed canal system by connecting them with the Ravi and ultimately 
with the waters of the Chenab. A third link, the Marala-Ravi 
Link, was undertaken in 1953 to connect the Chenab with the 
Ravi. Still another link, the Mangla-Marala, is expected to be 
taken up in 1959 to link the Jhelum with the Chenab. ‘These 
projects have already involved a large expenditure of over Rs. 280 
million and perhaps another Rs. 140 million will have to be spent 
in coming years. 

In order that supplies in the easterly canals may be brought 
to ‘full allocation’, to find the supplies needed for reclaiming 
vast areas of deteriorating soils that were becoming salt- 
impregnated due to low application of irrigation waters and to 
stop further deterioration by providing adequate supplies, it 
is necessary to build additional feeders and to create reservoir- 
storage on a massive scale. A beginning has been made on the 
development of storage-potential at Mangla wherea dam will create 
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a live storage capacity of 3-5 million acre-feet, for reclamation 
and improvement of existing irrigation. It will not bring any 
new lands under irrigation. It is a multi-purpose project and 
will generate about 75,000 kw. of power by 1963-4, with an 
ultimate firm capacity of 300,000 kw. Its total estimated cost is 
Rs. 983 million, of which roughly 45 per cent. will be spent by 
the end of the Five Year Plan period in 1960. An Upper Swat 
Extension is under investigation for irrigating parts of the North- 
west Frontier. 

It would appear that apart from Thal and Taunsa, there is no 
possibility of increasing the irrigated area in the former Punjab 
without building additional storage capacity or tapping under- 
ground water resources, through tube-wells. But a large-scale 
programme of this type will have to await a great deal of experi- 
mental work designed to survey resources, and it will also have to 
await the availability of cheap power.? 

Outside of the former Punjab, the irrigation system here de- 
scribed also covered parts of the (now integrated) state of Bahawal- 
pur, mainly from the Sutlej Valley Canals. A major development 
after Partition in the state was the commencement of work on the 
Abbasia Canal aimed at developing waste Crown (public) land 
covering about 274,000 acres. About 73,000 acres had been 
brought under irrigation by March 1955 while available supplies 
would permit the irrigation of about 130,000 additional acres 
altogether. 


2. SIND 


The utilization of river-flows in the upper reaches of the Indus 
Basin, as described above, could not but cause apprehension to 
users downstream. Since the Indus collects its tributaries before 
entering the former province of Sind, the available discharge in 
this river is of paramount concern to Sind. In a river-system as 
integrated as that of the Indus Basin, withdrawals on any of the 
upstream tributaries would affect flow in the main river which 
provides the only source of water to the inundation canals of Sind. 
At the time of the planning of the Sutlej Valley Canals as early 
as the nineteen-twenties and again later in the "forties, the 
province registered its apprehensions on the outcome of upstream 


1 FYPD, Ch. 18, para. 1o9. 2 Tbid., para. 116. 
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developments.! It was in order to remove the threat of its inunda- 
tion canals being rendered inoperative and to increase agricultural 
production in the region that an ambitious programme of con- 
structing barrages directly on the Indus was conceived. Con- 
tributory reasons were the necessity of maintaining a sufficient 
flow in the lower Indus to permit navigation and to maintain 
salinity-control (i.e. the supplies which must flow to the sea in 
order to prevent salt water from the sea from encroaching on the 
fresh water-table and destroying the fertile lands of the lower Indus 
Valley). 

The first barrage to be constructed in Sind was the ‘Central 
Lloyd Barrage’ at Sukkur, one of the largest of its kind in the 
world.? It has partially satisfied the need for a perennial (as 
opposed to an inundation) irrigation system in the area, and has 
brought prosperity to the entire central Sind area, roughly ex- 
tending from Sukkur to Hyderabad. After nine years of con- 
struction it was completed in 1932. Its designed cultivation area 
was 5:4 million acres, of which the area cultivated by 1951 was 
3°87 million acres, an increase of about 1-87 million over the pre- 
Barrage acreage. Seven canals project from the barrage, four on the 
left bank and three on the right bank of the Indus, with an 
aggregate discharge of 47,848 cusecs. The scheme cost Rs. 240 
million at a time when prices were very much lower than today. 
It brought great prosperity to the province, enabling its Govern- 
ment to clear off its heavy debt of Rs. 222-5 million to the Centre. 
Sales of land alone brought Rs. 207-9 million to the Sind budget 
by 1951-2, in addition to irrigation revenue. 

With the central part of Sind well watered by the Sukkur 
Barrage, attention turned to the south, where the Lower Sind 
Barrage (officially known as the Ghulam Mohammed Barrage) 


1'The canal waters dispute, described below, is basically compounded of 
the same fears—that downstream flows in the Indus and its tributaries are 
adversely affected by developments upstream. The problem was an inter- 
provincial one before Partition and is now international. It is also more general- 
ized, concerning not only Sind but also the barrages on the Indus in the Punjab 
and of course the canals fed from rivers under Indian control. 


2 Some construction details are as follows: the barrage has 66 arches, 60 feet 
apart, each fitted with a 50-ton steel gate. It is one mile long, and it has 30,000 
miles of canals of which the mileage of large channels is 6,473 while the mileage 
of water-courses exceeds 50,000. One of its canals, the Eastern Nara, is claimed 
to be the widest in the world; its top width is 370 feet compared to the 200 feet 
of the Suez Canal. Its discharge of 13,602 cusecs compares with 15,000 in the 
River Thames at high floods. (Census, 1951, Vol. 6.) 
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is designed to perform a similar task, and to the north where the 
Upper Sind Barrage at Gudu will ensure satisfactory irrigation 
to hitherto inundation canals. The Ghulam Mohammed Barrage 
was completed in March 1955, 11 miles north of Kotri, near 
Hyderabad.! A canal on the right bank, called the Kalri-Beghar 
feeder, carrying a discharge of 9,000 cusecs, will feed into an 
artificial lake 20 miles long and 45 square miles in extent, at 
Kalri to serve as a valuable reservoir for Karachi’s water-supply. 
Water will be provided in place of the River Ochito which has 
dried up, but the bed of which lies between areas of good cultiv- 
able land. This will be called the Otherolal Canal, forming the 
tail of the right-bank feeder. The left-bank feeder, the Fuleli and 
Pinyari Canals and the Lined Channel will have an estimated 
aggregate discharge of 35,733 cusecs. Besides improving water 
supply to 1-6 million acres, the Barrage Canal System will enable 
1°3 million acres of virgin land to be brought progressively under 
cultivation by 1960. About 549,000 acres are expected to be 
colonized by that time. The entire project will cost approx- 
imately Rs. 273-7 million. It will greatly assist the resettlement of 
refugees and landless labourers (on plots of 12:5 to 25 acres each) 
and increase production of all crops, particularly sugar-cane for 
which the land in this region is especially suited, and of rice which 
will be grown extensively. 

Work commenced in 1953 on the Upper Sind Barrage at 
Gudu, go miles above Sukkur on the northern boundary of 
Sind. The main inundation canals in the northern parts of 
Sind—the Desert, Unhar, Begari, and Sind-Wah on the right 
bank of the Indus, and Sehar, Dahar, Mahi, and Konai on 
the left bank—are to be converted into perennial canals. One 
feeder on the left bank with a discharge of 8,400 cusecs at the 
head, and two feeders on the right bank with a combined dis- 
charge of 28,439 cusecs will be constructed. On completion 
the project will provide assured irrigation supplies to 2°3 
million acres, of which 0-95 million acres are under cultivation 
at the present time. As a result, food production is expected to 
increase by 666,000 tons. The total estimated cost of the project 
is Rs. 304°4 million. 


1 Constructional details: The barrage is 3,000 feet long, with 44 piers. The 
height from the rock foundation is 84-5 feet. It carries a 28-foot road, and has 
two fish ladders and a lock for river traffic. 
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When all the three Sind barrages are in operation they will 
command nearly all the cultivable land in Sind within reach of 
the Indus. The other areas are either deltaic areas where land is 
still being formed or the foothills at the western boundary of the 
province. Mention may however be made of a minor project, 
the Makhi-Dand Reclamation Project, which is designed to clear 
and level sand dunes, construct irrigation channels and drain 
150,000 acres of hitherto water-logged land in the thick riverine 
jungle area in southern Sind. The cost of the project, including 
jungle clearance and colonization of 3,500 peasants and their 
families, will be about Rs. 10 million. U.S. project aid is being 
provided in the shape of heavy earthmoving machinery, technical 
assistance in planning of target operations, and equipment utiliza- 
tion. 


3. THE NORTH-WEST FRONTIER 

In the mountainous area formerly known as the North-west 
Frontier Province, cultivable land area and water resources are 
limited and the area has utilized the available irrigation-potential 
through wells, tanks, and canals. Of the irrigated area of 1-13 
million acres in 1950-1, about 59,000 acres were irrigated with the 
help of over 13,800 wells (equipped mostly with Persian wheels), 
while 62,000 acres were irrigated from tanks and 998,000 from 
canals drawn from the western tributaries of the Indus. There 
were four major canals: the Lower Swat and Upper Swat, drawing 
their waters from the river of the same name, the Kabul River 
Canal and the Paharpur Canal which are fed by the Indus. The 
Swat River Canals accounted for 439,000 acres. 

After Partition a number of minor schemes to increase the area 
under irrigation in the north-west frontier were undertaken, 
along with two major multi-purpose schemes to make the area 
independent of outside cereal imports. Perhaps the most imagina- 
tive was the irrigation segment of the Warsak multi-purpose 
project, described in Chapter XI. It is proposed to irrigate over 
120,000 acres of tribal lands in the Mohmand Agencies with 
waters taken from Warsak by a high-level canal. ‘The Kurram- 
Garhi project involves construction of a weir across the River 
Kurram near Bannu to form a permanent headwork from which 
link canals will take off on both banks to feed the inundation 
Bannu Civil Canals, which are to be remodelled to improve the 
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irrigation of 112,000 acres and bring an additional 120,000 acres 
under cultivation. It is proposed to create a hydel station of 4,000 
kw. The total cost of the project is estimated at Rs. 43-4 million. 


4. BALUCHISTAN 

The description of the irrigation system up to this point has 
covered the lands of the Indus Basin. The Five Year Plan Draft 
contains proposals for the ‘Coastal Tributaries and Desert 
Streams Region’ which broadly covers the Baluchistan Plateau! 
(see Chapter I for geographical details), Low and uncertain 
rainfall permits cultivation of little over one-fifth of the cultivable 
area in any one year. About 4 million acres have been cultivated 
at one time or another and there are an additional 6 million acres 
of good culturable land scattered over the region. The culturable 
land is about 12 per cent. of the total area, and it is estimated that 
up to 50 per cent. could be cultivated or developed as range land 
or forests, if water were available. In the past there has been some 
irrigation, not exceeding 400,000 acres of cropped land. Over 
300,000 acres of this area are watered from small surface streams 
or by sub-soil water channels—karez—(of which there are 
roughly 600 in the region) while a small area is commanded by 
the Nari and Pishin Canals (22,000 acres) and the Kalat Division 
Canals (50,000 acres). Where perennial supplies are available, 
favourable soil conditions permit the growing of fruits, nuts 
and vegetables. Where water-supply is less dependable, food- 
grains may be grown, though the incidence of failure is great and 
yields low. For the rest, the vagaries of rainfall have imparted 
a markedly nomadic character to the population. 

Several schemes for increasing Baluchistan’s irrigation supplies 
have been undertaken since Partition, such as the Anambar 
Weir, and the Narachi and Zargi-Tangi projects. These projects 
have not proved markedly successful as ‘expectations of high 
availabilities of supply were not realized’.? The projects envisaged 
irrigation of 60,000 acres, but by March 1955 only 8,200 acres 
were actually irrigated and settled by nomads. 

Two major schemes now under way in Baluchistan are the Nari- 
Bolan Dam and the Sailaba (Flood) Cultivation Scheme. The first 
phase of the former project covers the construction of an earth- 
filled dam 600 yards across the Bolan River near Sibi for the 


1 FYPD, Vol. 2, Ch. 18, paras. 126-67. 2 Tbid. 
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purpose of storing storm run-off in the watershed above the dam 
and by regulated discharge to provide irrigation for about 34,000 
acres. The total estimated cost of this project is Rs. 47 million, 
including contributions made by the Governments of New 
Zealand and the U.S.A. The project is expected to provide 
irrigation to 24,000 acres of new land and improve supplies for 
another 10,000 acres. The Sailaba Scheme will bring another 
40,000 acres under irrigation at a cost of Rs. 55:3 million. A 
survey of additional dam sites and of ground water resources 
has been given great emphasis in the Five Year Plan. Other 
projects included in the Plan are canals from the Upper 
Sind Barrage, a project on the Dasht River and several other 
small schemes designed to provide water-supplies for a total of 
907,000 acres of which 186,000 acres should be irrigated by the 
end of the Plan period in 1960. 

According to FYPD, about 810,000 acres have been brought 
under irrigation in West Pakistan between 1947 and 1955, while 
another 185,000 acres have been reclaimed. The schemes in- 
cluded in the Plan will ultimately bring another 5:2 million 
acres under irrigation while 8-76 million acres will be provided 
with improved supplies or will be reclaimed. Of these, 2-5 million 
acres will be irrigated and 3-3 million acres improved by 1960. 
Major colonization efforts will be required for about one million 
acres, which lie in large compact blocks in underdeveloped areas. 

The figures just cited are not adjusted for water and wind 
erosion which have severely damaged 1-6 million acres, while 
another 2°8 million acres suffer from shifting sands. New 
areas are constantly being affected, and strenuous and coherent 
efforts will be required to cope with these evils. ‘The development 
of irrigation is itself responsible for damage to large areas through 
water-logging and excessive salinity. 


Water-logging in the Indus Basin 

Before passing to a description of irrigation in East Pakistan, 
some discussion of this unusually difficult problem of water- 
logging and salinity is necessary. Irrigation generally raises the 
level of sub-soil water and this may set in motion physical and 
chemical reactions which sharply increase the accumulation of 
various salts on the surface, rendering the soil so alkaline as to 
affect its fertility. When the rise in the water-table continues 
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long enough, water may actually appear over the land, forming 
a marsh where land was formerly cultivated. Hence the difficul- 
ties created by a rising water-table appear in two stages. At the 
first stage, the soil is rendered infertile by salt accumulations, 
locally known as thur and the second stage when the surface 
is covered with sub-soil water so that the land is water-logged. 
Another cause of thur is the under-application of water in relation 
to the needs of the crop. The water applied to any given area 
during a crop season on the Punjab canals has been found to be 
generally less than crop requirements, due to an increase in 
area irrigated without a corresponding rise in water-supplies 
available in the canals. The problem of alkaline soils resulting 
from insufficiency of water-supply is one which Pakistan shares 
with many arid and semi-arid regions of the world. ‘The problem 
of thur is therefore treated differently according to whether it is 
due to the rise of the water-table or to an inadequate supply of 
irrigation water. 

Taking the former, it is estimated that about 50,000 acres have 
been completely water-logged in the former Punjab. More land 
is being affected every year by the rise in the water-table in certain 
areas. As for the second problem, 625,000 acres in all have been 
reported abandoned as a result of thur and yet another 2-3 million 
acres have been damaged but are still under cultivation. The 
area showing thur is said to be increasing at the rate of 30,000 to 
40,000 acres a year.+ ‘The territories most severely affected lie 
in the Rechna and the Chaj doabs. 

The accumulation of rainwater due to defective drainage and 
the seepage from the canals and other waterways is considered 
to be chiefly responsible for a rising water-table in the affected 
areas. Natural drainage ‘was not well-defined in this region due 
to the general topography and the relative low rates of precipita- 
tion’ according to the Plan. Both conditions seem to arise out 
of the irrigation system. The construction of thousands of miles 
of main canals, distributories, minor branches, and the intro- 
duction of large volumes of irrigation water (without simultan- 
eously providing for adequate drainage), further weakened the 
natural drainage and obstructed the run-off of rain-water. As for 


1FYPD (Ch. 18, para. 59) mentions larger figures: over 6 million acres of 
land are stated to be affected by the salinity and a rising water table ‘to which 
over 50,000 acres are being added annually’. 
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seepage from the canals, it is influenced by many factors, such 
as the supply levels in the canals in relation to the water-table, the 
distance of the canal bed above the water-table, the conditions 
of the soil, and the natural lines of underground drainage. 
Generally, the main lines and branches of canals are considered 
most responsible for seepage, since they cut very deeply into the 
upper soil crust. Seepage could have been averted if the beds 
of main canals had been lined, but this was not done and only 
late in the ’thirties was the resultant problem recognized in all its 
gravity. Since then all new canals have been lined. 

Some localized factors make for water-logging in some areas. 
Local obstructions in the sub-soil in the form of sheets or beds of 
clay and natural depressions where there is insufficient drainage, 
may be partly responsible. In Khairpur State, a certain amount of 
water-logging affecting approximately 10,000 acres is attributed 
to heavy seepage from the Rohri Canal which raised the water-level 
by about 25 feet, bringing it to within 3 to 4 feet of the surface. 
The existence of a buried underground ridge running from 
Karachi to Sukkur and thence on the Sulaiman Mountains has 
also been suggested as a factor in obstructing the flow of seepage 
from the Sukkur Barrage and the Nari and Bolan Rivers into the 
Indus. 

Where the water-table rises to the surface, the land affected 
is almost beyond recovery. Hence remedial measures are confined 
to soils where salts have reached the surface or the rise of the 
water-table is beginning to interfere with the root zones of the 
plants. Various measures to arrest the rise of the water-table, and 
to push it downwards, are combined with other measures to drive 
out the salts or to push them down beyond the root zone of the 
plants. The main remedy is ‘leaching’, consisting of the applica- 
tion of intensive doses of water to wash down the salts beyond 
the zone from which they are likely to return to the soil. After 
preliminary leaching, rice is sown, followed by a leguminous 
crop to re-establish the nitrogen balance in the soil. About 
125,000 acres are being given this treatment at present, but as it 
requires three years to achieve any results, only 30,000 to 40,000 
acres can be restored to cultivation annually, at this rate. ‘The 
Five Year Plan raises the target to 50,000 acres annually, sufficient 
to offset the deterioration taking place currently and therefore 
providing no reduction in the backlog of deteriorated land. Only 
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the availability of increased supplies of water from Mangla or 
other storage reservoirs seems likely to reduce this backlog. 

Since leaching involves the intensive application of great 
volumes of water, it could cause or accelerate a rise in the water- 
table with its resultant accumulation of salts. Foreign practice 
has hitherto been to confine this method to alkaline soils with a 
lower water-table, and measures for improved underground 
drainage through tube-wells are favoured for fighting thur in 
areas with a high water-table. ‘The first steps have already been 
taken by installing a series of wells alongside important irrigation 
canals in some of the badly affected areas. Power from the Rasul 
Project has energized 1,373 tube-wells in the Rechna and Chaj 
doabs, but progress has been slowed down, as noted earlier in this 
chapter, by diversion of Rasul power to more pressing uses. 
Meanwhile, detailed investigations are under way for arriving 
at the best pattern for arranging the tube-well network and 
determining the depth and method of boring, capacity, &c. 
The investigations are being conducted (with some U.S. technical 
assistance) under drainage and reclamation pilot projects at 
Chahurkhana, Jaranwalla, Shikarpur, and Kotri. Exploratory 
tube-wells have been sunk with the aid of modern machinery 
over an area of 10,000 acres to be followed by permanent wells if 
drainage by pumping is found to be the most suitable method. 
Once the shape and size of land area which the first installed 
drainage wells would drain in the pilot project has been established, 
additional wells radiating from them can be located in a geo- 
metric pattern. 

As for the second major cause of alkalinity, the under-applica- 
tion of water, the remedy appears to lie in the leaching process, 
particularly where the water-table is low. On the preventive side, 
an efficient drainage and a sufficiency of irrigation water-supplies 
are necessary for victory over soil deterioration on a long-term 
basis. 


Se BAST PAKISTAN 
East Pakistan’s problems in respect of water are often the 
opposite of West Pakistan’s problems—too much water, rather 
than too little. Annual floods ordinarily occur over a third of the 
cultivated area, some of them of such severe proportions as to off- 
set the advantage of soil-fertilizing silt. The 1954 floods damaged 


H 
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10,000 square miles, destroying crops, houses, and livestock worth 
an estimated Rs. 500-600 million. ‘Twelve million people lived 
in the flooded area. The lack of adequate drainage is painfully 
apparent in flood-time. The Five Year Plan Draft states that during 
the Moghul period ‘broad shallow canals . . . carried the crest 
waters of the river floods ... to the land... . to avoid inundation, 
villages were located on higher ground, generally made higher 
by earth obtained from the excavation of tanks which had the 
double advantage of retaining the monsoon water for use during 
the dry season. ... The lands were bunded to control the amount 
and time of inundation, and in the tidal areas, to prevent the 
invasion of salt sea water.’ The maintenance of this system— 
known as pulbandi—was the responsibility of local zamindars, 
assisted by their tenants. Unfortunately, the troubled times 
following the collapse of the Moghul Empire caused many of the 
local works to fall into disrepair, and more recent neglect during 
the war years and the post-Partition period, when many zamindars 
emigrated, made matters worse. A further factor inhibiting 
local initiative has been the land reform legislation, which has 
prevented the remaining zamindars from having their former 
interest in providing leadership. he works of several centuries 
ago still appear to have some merit, for existing schemes for 
flushing and overflow irrigation, drainage and flood-regulation 
have much in common with the old indigenous systems. ? 

Only about 375,000 acres have been irrigated in East Pakistan 
according to the modern methods used in the Western Wing, in 
addition to the overflow methods described above. Although 
the rivers have an enormous discharge of 925 million acre-feet, 
cultivation is mostly rain-fed. While there appears to be neither 
the need nor the possibility of utilizing river waters to the extent 
already practised in the Indus Basin, there is scope for a great 
expansion in double and even triple cropping, through irrigation 
of crops during the dry season of October to May. Only about 
a fourth of the cultivated area is double cropped, and lift irrigation 
or other methods might increase land utilization to the extent 


1Ch. 18, para. rr. 


2 ‘Many flood regulation and drainage projects . . . designed primarily to 
accelerate the drainage of low-lying areas ...may be considered as a pro- 
gramme of deferred maintenance of river channels and restoration of past 
developments.” Ibid., para. 13.) 
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of perhaps 20 million acres annually, provided there were greater 
storage of the immense flow of June to September. 

Immediately following Partition, drainage and flood regulation 
projects predominated,+ but the emphasis has shifted to multi- 
purpose projects, embracing reclamation, drainage, irrigation, 
navigation, recreation, and generation of power. 

Perhaps the most ambitious planning of this kind is embodied 
in the Brahmaputra Scheme drawn up by foreign experts and 
still under investigation, though certain parts are already under 
way. The scheme envisages the storage of water for irrigation 
in the dry seasons with the help of a series of barrages and the 
cutting of a large canal network for lift irrigation, drainage, and 
navigation. Hydro-electric power would be created and high- 
tension transmission sets installed for working power-pumps to 
lift water to high-level lands. The entire project would be com- 
pleted in thirty years. On completion the following major works 
would be in operation: three barrages over the Rivers Brahma- 
putra, Surma-Meghna, and Testa respectively; an irrigation- 
cum-navigational canal system with diversion works and locks; 
a drainage canal system; a hydro-electric power station near 
Mymensingh and others at some other points, connected with 
electric pumping plants and high tension transmission systems. 
The Brahmaputra Scheme has been divided into a number of 
units which can be undertaken more or less independently.? 
The first to be undertaken is the Ganges-Kobadak Project, 
covering the three districts of Khulna, Jessore, and Kushtia, 
south of the Ganges. The project involves the pumping of silt- 
laden Ganges water into canals for irrigation, while the decadent 
Kobadak River is to be improved as a trunk drain, to be fed by 
a system of drainage channels, thereby controlling the amount 
and timing of water remaining on the land, and reducing the 


1 After Partition, 146 small schemes for reclamation and drainage were 
undertaken at a total estimated cost of Rs. 23:3 million. By March 1955 about 
423,000 acres had been drained by opening up congested water channels and 
by flushing and improving the channels of deteriorated rivers. In 1953 a fleet 
of dredgers was purchased for this purpose at a cost of Rs. 17°9 million, for 
improving the channels. (See also Chapter XIII, section on Inland Water- 
ways.) 


2 These include (a) Ganges-Kobadak Scheme, (6) Padma-Faridpur Scheme, 
(c) Teesta Scheme, (d) Surma Valley Scheme, (e) West Brahmaputra Scheme, 
and (f) East Brahmaputra Scheme. 
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effects of floods. Phase I of the first unit of the project, known 
as the Kushtia Unit, was started in 1953 with U.S. Aid, and on 
completion in 1958 it will provide irrigation facilities to about 
100,000 acres of new land while improving supplies for another 
150,000 acres. Pumps to lift the water from the Ganges and a 
thermal power station (10,000 kw.) to energize the pumps are 
being donated by the U.S.A. and Canada respectively. 

Phase II envisages a canal approximately 60 miles long to 
divert 10,000 cusecs of water from the Ganges River just below 
the Hardinge Railway Bridge near Kushtia into the Kobadak 
River. The upper part of the Kobadak would be dredged to 
provide fresh water to the southern Khulna District area. Pump- 
ing stations would be installed at three points to lift the water for 
irrigation of additional land in Kushtia and Jessore. The second 
unit of the Ganges-Kobadak Project, to be started in 1958, would 
ultimately augment the supplies of irrigation water to serve 
2 million acres of land in all. Another 2-8 million acres of land 
would be protected from the invasion of sea water by the con- 
struction or repair of a system of tidal embankments, chiefly 
in the Khulna area. The project would provide a guaranteed 
water-supply during the six to eight months dry season by means 
of an adequate lift irrigation system, in contrast to the present 
primitive facilities for lifting water by hand. 

The Teesta Barrage is another section of the Brahmaputra 
Project mentioned in the Five Year Plan, but details are lacking. 
Chapter XIII herein gives details of the Karnaphuli Project, a 
multi-purpose scheme for reducing floods in the Chittagong 
region, improving navigation and assisting in development of the 
forests, besides providing a sizeable amount of hydro-electric 
power which would be used for irrigation during the dry season 
and for drainage immediately after the monsoon rains. 

The higher and dry lands in the north-western part of East 
Pakistan are to be irrigated by two irrigation projects involving 
construction of a series of diversion barrages across the Karstoya 
and ‘Tangon Rivers. An estimated 77,000 acres would be irri- 
gated by 1960, and another 626,000 acres eventually. The Five 
Year Plan also includes a major flushing plus drainage scheme - 
on the Ganges, aimed at improving health and sanitary conditions 
as well as agriculture in parts of Faridpur District. By 1960 an 
area of 563,000 acres are to be benefited. Another sixty-three 


I: 


II. Existing areas 


III. Flood control 
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modest schemes are under way and 140 more are to be started 
during the Plan Period. 

Projects now under way or contemplated in the Five Year 
Plan Draft would irrigate 5,443,000 acres, protect 2,149,000 
acres from floods or provide them with drainage, and protect 
2°2 million acres from the intrusion of salt water. Not all of these 
benefits are expected by 1960, for only 417,000 acres of land will 
be brought under irrigation by then, though no doubt a much 
larger amount will be the object of schemes under construction 
by the end of the Plan Period. Likewise, the amount to benefit 
from drainage or flood control measures will be 1,428,000 by 1960, 
according to the Plan. The foregoing figures may be placed in 
perspective by mentioning that this would be ‘barely enough to 
maintain existing living standards for the greater population of 
1960’. ‘The improvement of standards would require a more 
extensive development, which in turn would depend on a still 
faster pace of comprehensive and detailed surveys and provision 
of skilled manpower—the latter being the most serious limiting 
factor in East Pakistan at present. The flood control problem 
also will require extensive and intensive studies involving analysis 
of vast quantities of basic data both with respect to East Pakistan and 
also with respect to experience in other areas withsimilar problems. 

To summarize, planned developments in both wings of the 
country are expected to benefit 7-63 million acres during the Plan 
Period, and 21:52 million acres eventually. The following figures 
are assembled from Chapters 17 and 18 of FYPD. 


LAND DEVELOPMENT UNDER PLAN PROJECTS 


(in million acres) 


FE. Pakistan W. Pakistan Total 


During : During : During . 
Plan ea Plan es Plan mn 
Period ae Period feet Ber oe | he 


New areas irri- 
gated .. + O°17 1°34 2°48 527 2°65 6°51 


improved (incl. 
areas reclaimed) 0°25 4°10 3°30 8-76 3°55 12°86 


and drainage 1°43 2°15 — — 1°43 2-15 


TOPAL we 1°85 7°59 5°78 13°93 7°63 20e52 
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6. A NOTE ON THE CANAL WATERS DISPUTE 

Disputes between individuals, groups, and nations over the 
division of river waters have probably always existed. A new 
one was created with the Partition of the sub-continent in 1947. 
The dividing line between India and Pakistan cuts across the 
Sutlej and Ravi Rivers, while the Kashmir-Pakistan boundary 
crosses the Indus, Jhelum, and Chenab. Many canals from what 
is now Punjab (India) cross into Punjab (Pakistan). 

Dr. F. J. Fowler of the University of Leeds! comments on the 
various principles which have been used in connexion with the 
dispute: 


There is, for example, the law of riparian rights, by which the owner 
of land contiguous to a stream has proprietary rights. In India this 
law has not been upheld in practice, or there could have been no large- 
scale diversion of water for irrigation. Then there is the doctrine of 
prior appropriation, by which the first user of water acquires a priority 
right, whether or not his land is contiguous to the stream. Finally, 
there is the principle of equitable distribution, which regards a river 
as an indivisible unit to be developed for the benefit of the maximum 
number of people regardless of territorial boundaries. In India this 
principle was recognized in the early days of British Administration, 
and it has been adopted under numerous international treaties the 
world over. 


India claimed from the outset a prior right to the waters of the 
Ravi and the Sutlej (including the Beas which joins the Sutlej 
before the latter flows into Pakistan). This was contested by 
Pakistan on other grounds of international law, such as ‘equitable 
distribution’. The topography of the Indian Punjab is such that it 
is feasible to divert the waters of these rivers not only to the por- 
tion of the Indus watershed lying in that country, but also to a 
neighbouring area drained by streams which do not reach the sea. 
These areas could use the entire flow of the three eastern rivers to 
advantage, were dams and canals to be constructed accordingly. 
Pakistan has disputed this claim and maintains that it is entitled 
not only to the same amount of water actually used, prior to 
Partition, in the areas now constituting West Pakistan, but also to 


1 Article in Pakistan Economics and Commerce, Lahore, March 1953, quoted 
from The Geographical Review. 
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the amounts of water officially sanctioned by the Government of 
India for use on projects not yet implemented at the time of 
Partition. 

Pursuant to the suggestion of Mr. David E. Lilienthal, former 
head of the Tennessee Valley Authority, both countries agreed 
that the International Bank for Reconstruction and Development 
(IBRD) should assist them in working out a mutually beneficial 
system of joint control and use of new supplies of water which 
now run to the sea unutilized. A Working Party, consisting of 
engineers and other representatives of both countries, with the 
assistance of IBRD advisers, met in Washington in the spring of 
1952, and have been meeting there and in Karachi and Delhi 
ever since. It appears that the following facts were not in dispute, 
viz. that any change in water usage has repercussions throughout 
the area; that it is impossible, even with the building of all feasible 
storage dams and canals, fully to satisfy the potential irrigation 
needs of both countries; and that, nevertheless, it may be possible, 
through jointly-planned measures, to work out a more complete 
utilization of the waters of the Indus system, so that both countries 
can have more than they have ever used thus far. 

The dispute thus revolves around (1) the eastern rivers, the waters 
of which may be used by either country, and (ii) payment for the 
works by which the waters of the western rivers may be diverted 
to replace waters withdrawn by India from the Sutlej, Beas and 
Ravi. 

On 5 February 1954 the IBRD put forth a comprehensive 
plan, referring to the considerable measure of agreement already 
reached and recommending a solution that would ‘afford the 
greatest possible freedom of action by each party in the operation, 
maintenance and future development of its irrigation facilities. 
It is desirable, as far as is practicable, to avoid control by India 
over waters on which Pakistan will be dependent... .’ 

The Bank then summarized its proposals as follows :1 


The entire flow of the Western rivers (Indus, Jhelum, and Chenab) 
would be available for the exclusive use and benefit of Pakistan, and 
for development by Pakistan, except for the insignificant volume of 
Jhelum flow presently used in Kashmir. 

The entire flow of the Eastern rivers (Ravi, Beas, and Sutlej) would 


1 Press Release No. 380, International Bank for Reconstruction and Develop- 
ment, Washington, 10 December 1954, p. 7. 
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be available for the exclusive use and benefit of India, and for develop- 
ment by India, except that for a specified transition period India 
would continue to supply from these rivers, in accordance with an 
agreed schedule, the historic withdrawals from these rivers in Pakistan. 

The transition period would be calculated on the basis of the time 
estimated to be required to complete the link canals needed in Pakistan 
to make transfers for the purpose of replacing supplies from India. 
A temporary co-operative administration would be needed to supervise 
the carrying out of the transitional arrangements. 

Each country would construct the works located on its own territories 
which are planned for the development of the supplies. The costs of 
such works would be borne by the country to be benefited thereby. 
Although no works are planned for joint construction by the two 
countries, certain link canals in Pakistan will, as stated above, be needed 
to replace supplies from India. India would bear the costs of such 
works to the extent of the benefits to be received by her therefrom. 
An apprepriate procedure would be established for adjudicating or 
arbitrating disputes concerning the allocation of costs under this 
principle. 

The distribution of usable supplies as proposed by India, by 
Pakistan and by the Bank is shown below: 


ToTaL Uses ExcLUDING LOSSES AND UNUSABLE SUPPLIES 
(millions of acre-feet) 


Plan | For India | For Pakistan | Total Usable 
Indian 29 go 119 
Pakistani 15°5 102°5 118 
Bank 22 97 1 <0) 


Noting that its own plan was a compromise, though not just a 
splitting of the difference, the Bank pointed out that this plan 
avoided the complexities that would necessitate the establishment 
of a permanent joint commission. On the other hand, after the 
completion of the transfer, “each country will be independent 
of the other in the operation of its supplies’. The irrigation 
works of each country would be under its control. It may 
be noted that the Bank proposals apparently were based on the 
calculation that storage works were not necessary to enable 
Pakistan to replace historic uses of water in the easterly rivers. 
This was contested by Pakistan and negotiations were renewed 
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on the understanding that the Bank’s proposals were not im- 
mutable. Discussions are continuing at the time of writing and 
newspaper accounts of the negotiations indicate that the Bank 
has amended its proposals, and that an agreement may yet be 
reached whereby the life-giving waters of the Indus system can be 
fully utilized to the benefit of irrigation in both countries. 


Vv 


FORESTS 


Apart from supplying firewood and building materials, 

many small industries in Pakistan are based on forest 
produce, such as resin-distillation, shellac manufacture, brick- 
making, lime-burning, &c. Shifting cultivation (jhumming) along 
the hillsides in the Chittagong Hill Tracts, depends on the 
periodical regrowth of forests on land previously cleared for 
farming. On this type of cultivation depends the livelihood of a 
number of primitive tribal people. Forest products are also a 
source of provincial revenue which is capable of expansion. The 
importance of forests in maintaining the regular flow of rivers, 
protecting the land against erosion and augmenting its storage 
capacity has not been adequately recognized in the past, with the 
result that indiscriminate exploitation has led to the silting up of 
rivers and water-channels and the conversion of low-lying lands 
into marshes. Over large tracts in East Bengal rivers have become 
uncontrollable and sweeping torrents cut deep into good lands, 
making them unfit for cultivation. 

Similarly, in the northern districts of the former Punjab, 
erosion has set in over an extensive area of 4-4 million acres. 
In parts of Baluchistan, the steady removal of forest cover has 
caused disastrous changes in climate and the water supply of the 


1 The increased ‘intensity and frequency in recent years’ of floods in the 
lower reaches of the River Indus has been partly attributed to ‘progressive 
denudation in the hilly catchments’ which was said to be accelerated ‘during 
the last war when forest areas were stripped of trees for the procurement of 
timber and which is still continuing because of the increasing pressure on the 


land and need for local fuel’. FYPD, Ch. 18, para. 73. 


F ORESTS occupy an important place in Pakistan’s economy. 
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region, undermining the physical basis of life and converting ! 
fertile tracts into desert. The insufficiency of firewood is respon- ! 
sible for the extensive burning of animal manures (cow dung) | 
for fuel purposes, which robs the soil of a vital fertilizer. An acute | 
shortage also prevails in the towns, especially in West Pakistan. 
It is not often realized that in the absence of effective measures, | 
a growing fuel shortage can gradually impoverish millions of 
people, if prices of timber, charcoal, firewood, and fodder continue 
to rise. 

The following table shows the volume of standing timber and 
the annual increment in exploitable state forests as at the end of 
1950: | 

Table XV 


VOLUME OF STANDING ‘TIMBER 
(Thousands of cubic feet of round timber in true measure under bark) 


Gross Annual Net Annual 
Class of forest Per Volume ea Lnreres 
d timb . mil Total 
and timber sq. mile ota Per Total Total | 
sq. mile | 
Softwoods 327,627 | 48,439,277 29,458 | 4,358,838 | 4,356,798 | 
(coniferous) 
Hardwoods 1,990 25,614,100 181 109,000 99,208 
(broadleaved) —§ —-— > 1 TH — 
Total 749535377 4,467,838 4,456,006 i) 
i) 


Source: Office of the Inspector General of Forests, Pakistan. | 


The annual out-turn of forest wood in Pakistan is estimated at | 
47 million cubic feet, of which nearly 75 per cent. is firewood 
and 25 per cent. timber. Hardwood contributes about 88 per cent. 
and softwoods account for the balance. As regards regional 
production, West Pakistan produces nearly 20 million cubic feet | 
and East Pakistan nearly 27 million cubic feet. The forests also | 
yield a variety of other products, such as gums, resins, bamboos, | 
canes, golpatta, sungrass, &c. 

The situation described at the beginning of this chapter is the 
result of long centuries of unplanned deforestation which have 
deprived Pakistan of what is known to have been great forest | 
wealth in earlier times. It was not until 1850 that any attempt | 
was made to arrest this destruction. Forest management, of | 
a primitive sort, was introduced for the first time in Sind 
in that year with the appointment of a forest ranger to ensure | 
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regular supplies of timber to British garrisons and ordnance 
factories and to feed the construction works for Karachi Harbour, 
then in progress. About the same time, the question of adequacy of 
fuel supplies in the plains was vexing Punjab administrators and 
rules for the conservancy of forests were framed in some districts 
after 1857. ‘The period 1858-64 was a critical one, but in the 
absence of a firm, uniform policy, a widespread destruction of 
Government rvakhs (scrub jungles) in Lahore and other districts 
followed. 

The first steps toward a conscious forest policy were taken in 
1865 with the passing of a Forest Act, which enabled the estab- 
lishment of Forest Departments in various provinces. The Act 
defined the legal status of different forests and the methods to be 
adopted for their protection. No principles of forest policy were 
detailed in the Act. In 1894 the Government of India made 
another pronouncement on forestry through a resolution which 
provided a classification of forests and enunciated the basic 
principles of forest policy. Unfortunately, the policy did not 
provide for any minimum forest acreage. It did not cover private 
forests and while a belated attempt to remedy the neglect was made 
in 1927 by investing the State with powers to compel private 
owners to maintain their forest property in a proper manner, the 
legislation did not prove very effective. 

Meanwhile, individual provinces established some artificial 
or irrigation forests for meeting the mounting demand for fire- 
wood, Punjab being the foremost in this work. ‘The area and year 
of commencement of the major Punjab plantations are as follows: 


Plantation Total area (acres) | Year 
Changa Manga 12,000 1866 
Chichawatni 11,539 1913-14 
Khanewal 19,205 1916-17 
Tera 837 1916-17 
Dapher W2te 1918-19 
Shahpur Jand L228 1920-1 


1 Certain forests were declared ‘reserved’ in which anything done without 
permission is an offence. In ‘protected’ forests, nothing is an offence unless 
specifically forbidden. There was little Government control in ‘unclassed’ 
state forests. Finally, there were privately-owned forest tracts, which until 
recent years were not subject to any control, as noted below. 
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For the most part, the West Pakistan provinces remained 
dependent upon the dense riverine forests along the banks of 
rivers in the Indus basin and scrub-jungles for meeting their 
requirements of firewood. 

According to latest estimates, the total area under forests in 
Pakistan is placed at 6-1 million acres, of which 3:2 million 
acres are in East Pakistan. As the total area of the former is 
about three and a half times that of the latter, the percentage of 
forest area in West Pakistan is 2-9 per cent. while the correspond- 
ing percentage in East Pakistan is 9-7. ‘Table VIII in Chapter 
II gives a breakdown of the area under forests in different parts of 
the country. 

The forests are mostly state-owned except for relatively small 
areas of private forests in the north-west frontier area and in East 
Pakistan. Although some of this area has technically been brought 
under the control of the Government! and schemes are under 
operation for surrender of private forests for proper management, 
the arrangements under existing legislation are voluntary, and 
involve only temporary management by forest departments. On 
the expiry of an agreed period (ordinarily not exceeding twenty- 
five years) the rehabilitated forest area reverts to the owners, with 
no stipulation to prevent indiscriminate felling and over-grazing. 
Nor are all the government forests managed by the provincial 
forest departments; the supervision of the scrub forests of the 
Punjab and the control of grazing in the forest areas in Baluchistan 
having been only recently transferred from the Revenue authorities 
to the respective Forest Departments. 

A conference held early in 1949 adopted the basic policy 
objective that it was ‘essential to reserve in perpetuity, sufficient 
land, as well distributed as possible . . . for increasing forest 
area’. A bold and well-planned programme of large-scale afforesta- 
tion and harvesting was projected through (a) reserving at least 
10 per cent. of canal irrigated lands and 10 per cent. of the water 
supply for raising irrigated plantations under new projects, (bd) 
growing trees on canal banks, roads, railway rights-of-way, and 


1 East Bengal Private Forest Act (1949-50); Punjab Village Forest Act 
(1950-1); N.W.F.P. ‘Guzara’ Forest Regulation Act (1950-1). In East Bengal 
the need for legislation was accentuated by the indiscriminate cutting down 
of forests by zamindars before they lost their rights under the Abolition of 
Zamindar Act, 1950 (see Chapter VI). About 280 square miles of private 
forests were acquired under the Act. 
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arable waste-land, (c) encouraging farm forestry, preferably in 
compact plots of farm lands on a co-operative basis by village 
communities. Vigorous ‘tree-planting’ campaigns were to be 
launched to create tree-consciousness and to associate public 
opinion with forest policy. 

Large areas in the new irrigation projects are being placed 
under forests. In the Thal, nearly 100,000 acres are being placed 
under firewood plantations, in addition to another 50,000 acres 
in chak forests of 50 acres per village along the canals and in 
shelter-belts for protection of land. In the Lower Sind Barrage 
area, 150,000 acres are earmarked for the same purpose and another 
150,000 acres in the Upper Sind Barrage zone, to be planted in 
fifteen to twenty years. In the Pabbi Hills of Lahore Division, 
2/7,000 acres are to be seeded annually over a period of twenty 
years. Schemes are afoot for developing large irrigation planta- 
tions in Baluchistan on an area of 20,000 acres. Such plantations 
are a sound commercial proposition, if properly planned and 
supervised, and may in the long run be more remunerative to 
Government than lands allotted to cultivation. Throughout 
the country, existing forest reserves are being organized in manage- 
able units. Regular planting and felling is now being attempted 
on the principle of sustained yield, so that trees are treated as 
perpetually renewable ‘crops’. Since Partition, avenues of trees 
have been planted along 100 miles of roads in the Punjab, 300 
miles of canals in the former North-West Frontier Province and 
along 400 road miles in the Thal. Seedlings have been provided 
free of cost by the local forest departments for tree planting 
throughout the country. 

Attention is also being directed to the protection of scrub 
vegetation in waste lands or their re-afforestation wherever 
possible. Schemes for the purpose have been included in the 
Five Year Plan at a cost of Rs. 31-3 million. 

Some progress has also been registered during the past few 
years in the utilization of forest produce. The problem is a 
complicated one: the over-exploitation of forests for firewood 
and excessive grazing have resulted on the one hand in gross 


1 ‘About 30,000 acres of new plantation have been raised in the Thal and 
5,200 acres in the Hyderabad Circle since Partition. The annual teak planta- 
tion in East Pakistan has been increased to 3,500 acres from 824 acres in 
1948.’ White Paper on the Budget of Pakistan, 1957-8, p. 63. 
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depletion of capital resources and have made the regeneration 
of forests more difficult, but on the other, much scope exists for 
developing the use of other forest produce. In East Pakistan, for 
example, the: pressure of population is resulting in pushing the 
forests slowly to the eastern and southern corners of the province, 
which are largely inaccessible areas. Similarly, the northern areas 
of West Pakistan (including Chitral, Dhir, Swat, and the Amb 
States), have large reserves of coniferous forests which are, 
however, not exploited due to lack of access. Hence the problem 
is partly one of providing better extraction and conversion 
facilities so as to derive the maximum benefit from existing 
forest resources. In addition to the extraction problem is that 
of the agencies available for handling and marketing forest 
produce. Before Partition, the Sunderbuns ‘spread over an area 
of 2,300 square miles of deltaic islands in the south-west part’ 
of East Pakistan supplied a substantial quantity of produce to 
Indian industry, the produce being both hardwood (sundrz) 
and softwood (gewa).1 ‘To mention a few uses: sundri was used 
for box-material, goran bark was used in the tanning industry 
and golpatta was a popular thatching material. Sunderbuns honey 
had a large market after processing at Calcutta, where indeed 
most of the industries utilizing forest produce were centred. 
Similarly, various bamboo products, and agar wood, tung oil 
seed, and mats had a market in foreign countries, but as marketing 
was conducted through Indian intermediaries, the loss of these 
contacts after Partition has suspended this trade. Exploitation 
of many products was left before Partition to petty contractors. 
The timber business remained in the hands of small traders and 
Partition also disorganized the trade. 

Since Partition several steps have been taken to improve utiliza- 
tion. Large timber reserves exist in the Chittagong Hill Tracts 
(about 1,280 square miles) but extraction by conventional methods 
has been prevented by the nature of the terrain. Investigations 
of the possibility of mechanical extraction led to the launching of 
an experimental project in June 1952 with U.S. aid, for the 
acquisition of a Timber Extraction Unit (including modern 
logging and sawmill equipment and technicians) with an annual 
capacity of 10,000 tons. Encouraging results have led to plans 
for the expansion of the capacity to 40,000 tons, which is the 


1 FYPD, Ch. 14, paras. 234-66. 
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estimated annual growth of timber in the area in question. ‘This 
target will be more easily reached after completion of the Karna- 
phuli dam which is expected greatly to reduce the problems of 
extraction by providing navigational access through the lake formed 
by the dam and by the provision of power for running the sawmills 
and auxiliary operations. A 30,000-ton capacity paper mill com- 
menced operations at the end of 1953 at Chandragore with a 
consumption of 90,000 tons of dry bamboo. A newsprint factory 
at Khulna will consume 30,000 tons annually of gewa timber when 
in operation. Meanwhile, the Provincial Forest Department has 
undertaken to supply about 10,000 tons of softwood (gewa) to the 
match factories located at Khulna and Chittagong, and another 
10,000 tons are to be supplied to the factories being set up to pro- 
duce packing cases and tea-chests. Steps have been taken to 
establish a creosoting plant at Khulna for chemically treating 
sundri wood for use as transmission poles and construction timber. 
Large quantities of sleepers (cross-ties) have been supplied to the 
East Bengal Railway. A complex of sawmilling, seasoning kilns 
and plywood manufacturing units is developing around Chitta- 
gong. Honey is refined by the Forest Department for sale 
throughout the country. The scientific production and utilization 
of medicinal herbs and plants (e.g. asafoetida, ephedra, artemesia, 
hysaymus, gauzaban, guchi, mushroom, &c.) is receiving increasing 
attention with the establishment of a special directorate, known 
as the Botanical Survey of Medicinal Plants and Herbs. Experi- 
ments in rubber cultivation have been undertaken since 1952, 
though results will not be available until 1959. A Forest Products 
Research Laboratory is under construction at Chittagong, and is 
expected to guide and help forest industrial development in the 
area. ‘The dollar expenditures of this project are to be borne by 
the United States technical assistance programme. 

In West Pakistan, an outstanding project launched by the 
Punjab Forest Department has ensured indigenous mulberry 
wood supplies for the sports goods industry. Alternative sources 
were also developed for meeting the needs of the government 
factory near Lahore which manufactures resins and turpentine. 
A resin factory is being constructed in the north-west frontier 
region by Government. Substitutes for bid leaf have also been 
developed. Two cardboard factories have been established in the 
former Punjab and N.W.F.P. in order to utilize the sabai grass 
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which grows extensively in the region, and also the fir from the 
coniferous forests of the north-west and of Azad Kashmir. 

Marked progress has also been made in the provision of forest 
education. Considerable difficulties in recruiting qualified 
personnel for the forest departments were faced after Partition. 
Several provinces organized schools for training their subordinate 
staff, such as forest guards and foresters and for the higher cadres, 
the Central Government established two colleges (for officers 
and rangers respectively) in March 1948 at Upper Topa, near 
Murree. Although working under very difficult conditions they 
have achieved a high degree of efficiency. Recognizing the close 
connexion of research with training, a Forest Research Institute 
has also been established with the colleges. It is recognized that 
forest resources are a national asset of great value and importance, 
that forest economy is an integrated economy, so that forest policy 
and administration must therefore achieve a high and uniform 
level of efficiency. For this purpose a more active association 
of the Central Government was found to be necessary to channel- 
ize finances, direct research, provide training facilities, and evolve 
a continuous and progressive forest policy. A move in this 
direction was the establishment of a Central Board of Forestry in 
1952. 

The Five Year Plan envisages a four-fold programme of ex- 
traction and utilization, afforestation and regeneration, research 
and education, and investigation of minor forest products, at an 
aggregate investment of Rs. 100-7 million. It makes provision, 
among other things, for the construction of about 280 miles of new 
roads and for repairing and modifying another 170 miles of ex- 
isting roads in the forest regions of East Pakistan. In the Western 
Wing provision is made for about 550 miles of new forest-access 
roads, especially in the north and north-west zones, and for the 
improvement of 250 miles of existing forest roads. Wide-ranging 
recommendations are made for other sections of the forest 
programme.? 


NATURAL FOREST 


The natural forests of Pakistan (as distinct from the ‘plantation’ 
forests) have been broadly classified into five groups for West Pakistan 
and three groups for East Pakistan: 


1 [bid. 
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(1) North and north-west montane and sub-montane forests extend over 
350,000 acres in the most northern parts of West Pakistan, at altitudes 
of 3,000-13,000 feet in Rawalpindi and Hazara, the Malakhand Agency 
and the States of Dhir, Chitral, Amb, and Swat. The trees are mainly 
coniferous and included are well-known types of deodar, kail, spruce, 
fir, and chir—the latter being found in the more southern lower- 
altitude areas. 

(2) Sub-montane Siwalik type forests are found at slightly lower 
altitudes around 3,000 feet and cover over 500,000 acres in the north- 
ern districts of the former Punjab and in the frontier region. ‘Typical 
formations include phulai and kao. 

(3) Baluchistan Hills type forests cover almost 50,000 acres in Baluch- 
istan at altitudes of 5,000-10,000 feet. Pine is the main species in the 
area, though the condition of the stock is moribund. 

(4) Riverine forests are the most common forests of the Indus Basin, 
occurring along the rivers in West Pakistan, although confined to 
narrow belts along the banks, subject to annual inundations and 
seepages. The main species are babul and shisham, the former being 
extensively found in Sind. The aggregate area covered was go0,000 
acres, and is the main source of firewood for West Pakistan. 

(5) Rakhs is the local name for the scrub jungles found in parts 
of Sind and in the Punjab plains. They have escaped destruction so 
far mainly because of distance from consuming areas. The group 
includes typical ‘erophytic’ communities and covers an indeterminate 
area of which 100,000 acres in the Punjab are under the Forest Depart- 
ment. 


In East Pakistan the well-defined natural groups are: 

(1) Burman forests—evergreen, semi-evergreen and wet deciduous 
forests, lying along the eastern boundaries of the province. They 
derive their name from similarity with types across the border in Burma. 
The flora is varied and rich. At higher altitudes the civit type grows 
to 150-250 feet in height and attains a girth of 8 to 20 feet. Gajran is 
the most typical species in the middle-altitudes, while lower down a 
mass of vegetation, including bamboo, is to be found. Teak is not 
natural to this region, but trees planted since 1873, along the banks of the 
Karnaphuli have attained a girth of 10 feet and a height of 150 feet and 
are considered among the finest in the world. 

(2) Tidal forests cover over 600,000 acres and include the typical 
mangroves of the Sunderbuns, in the deltoid formations in Khulna, 
Barisal, and Chittagong districts. ‘The most common species is sundri 
and associated types. 

(3) Sal forests are met with in the low-lying plains of the Dacca 
and Mymensingh districts, wedged between the high alluvium of the 
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Ganges and the Brahmaputra in an area known as Madhupur Jungle, 
and extending over 260,000 acres. 


Finally, it may be mentioned that the disputed territories of the 
State of Jammu and Kashmir contain some of the finest forests in the 
sub-continent. Over 6-5 million acres are covered with Alpine forests, 
including deodar, chir, blue pine, birch, and juniper. Under normal 
circumstances, timber from this area could partially meet the require- 
ments of West Pakistan. 


Vi 


LAND TENURE 


legal and customary relations based on land are of crucial 

importance. They influence incentives for production and 
techniques of farming and through the pattern of ownership and 
tenancy obligations, powerfully affect the distribution of wealth 
and income in the society. ‘The land-tenure systems in Pakistan 
have mainly derived from the ‘settlement’ of land-revenue obli- 
gations, which required the recording of rights of ownership 
and occupancy and the fixing of the State’s share in the profits 
of the land. These land records and the rates of assessment of 
land were revised from time to time except in a major part of 
East Bengal where a ‘Permanent Settlement’ was introduced as 
against a temporary (thirty to forty years) settlement in other parts 
of the country. For the purpose of land-revenue settlement, 
the British tended to follow the pattern of ownership existing 
at the time they became masters of the sub-continent. Changes 
took place with the years and crystallized into three main types: 
State ownership, private ownership, and an intermediate system 
called ryotwari. Waste lands and much of the forest lands were 
owned by the State and ownership rights were transferred to 
private hands as the waste lands were brought under cultivation 
with the extension of irrigation facilities. In some areas, the State 
continued to retain ownership and the land was farmed out to 
tenants, presumably to encourage farmers who could not purchase 


I a predominantly agricultural economy, land tenures or the 
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the land outright. The extent of such ‘Crown land’ (State-owned) 
varies in different parts of the country. 


Systems of Ownership 


Private ownership rights claimed by individuals or commun- 
ities were the result of historical conditions, though some rights 
were acquired by purchase or granted for services rendered to the 
ruling power. In West Pakistan, a feudal system grew up through 
successive invasions of conquering tribes whose chiefs took 
advantage of the prevailing political instability to become feudal 
lords, though in some areas the tribe as a whole claimed owner- 
ship. In some backward areas of the North-west Frontier, the 
collective tribal organization was still dominant and in parts of 
Central and Eastern Punjab, village communities known as 
Mahals owned the land as a group. ‘These collective rights also 
known as mahalwari were recognized by the original settlement 
officers and the responsibility for payment of land revenue was 
therefore made collective as well as individual. For the most part, 
however, community-ownership represented a transitional stage 
and has been transformed into private individual ownership 
either through the enforcement of a landlord status by the most 
powerful individual of the locality over the others or through 
the conversion of each member of the community into a pro- 
prietor. The operation of the revenue machinery has encouraged 
the latter process by progressively disregarding the ‘collective’ 
responsibility for payment of land revenue. In East Pakistan, 
private ownership rights were indiscriminately conferred at the 
time of the Permanent Settlement on persons who were originally 
either independent military chiefs or village headmen or revenue 
collectors, and who were mistaken by British administrators 
for landlords. 

Ryotwarit evolved as an intermediate system of ownership, 
combining some aspects of State landlordism and some attributes 
of private proprietorship. Ownership rights were conditional 
on cultivation in the way that land revenue was payable only if 
the occupant cultivated the land. The land could be handed 
back to the State by the occupant, if cultivation was not desired, 
and the State remained the ultimate owner. This arrangement 
represented a concession born of the superfluity of infertile 
lands and the scarcity of cultivators in the western and southern 
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parts of the sub-continent during the last century, and as such 
it applies to Sind in Pakistan. Since in later years the land never 
remained uncultivated, the vyot or occupant became, for all 
practical purposes, the owner of the land, though State regulations 
regarding cultivation and other matters connected with the land 
were more extensive in ryotwart areas compared with areas 
where private ownership existed. ‘Thus, ownership rights through- 
out the country may be regarded as almost entirely vested in 
private hands (except for waste and forest lands) since tenants 
on government lands generally enjoyed all the rights of owners 
without having the legal right of ownership. A major distinction 
existed between private landowners paying land revenue and 
those not doing so. The latter were known as jagirdars, and this 
variant of ownership resulted from a practice of great antiquity 
in the sub-continent under which the right to receive a part or 
the whole of the revenue collections of land was granted to 
individuals as a reward for services rendered to the ruling group 
or to religious institutions. 

After Partition, owing to the large-scale withdrawal of non- 
Muslim landlords from Western Pakistan, an anamolous situation 
with regard to private ownership has arisen over large parts of 
the Punjab and Sind. The total pool of evacuee property, aggregat- 
ing 5,581,000 acres of agricultural lands in the Punjab and Sind, 
has been allocated on a quasi-permanent basis (cf. Chapter XXV) 
to Muslim refugees. 


Systems of Cultivation and Tenancy 


So much for the pattern of ownership in land. The majority 
of landowners or zamindars did not, however, cultivate their 
lands (or at least not their entire holdings), renting them out 
to tenants on terms varying with the customs, traditions, and 
economic conditions in each area. A zamindar might retain 
a part of the estate for personal cultivation, i.e. with the help 
of agricultural labourers, such land being known as khas in East 
Bengal and khud-kasht or sir in West Pakistan. ‘There were 
also some peasant proprietors, owners of small parcels of land who 
cultivated their holdings personally with the aid of family labour, 
with occasional use of agricultural labourers. ‘Tenants on private 
lands could be broadly classified into occupancy tenants and non- 
occupancy tenants (including tenants with restricted occupancy). 
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The former had received certain rights either on the basis 
of custom or on fulfilling specific conditions laid down in tenancy 
laws, such as continuous cultivation over a specified number 
of years. Their rights varied, but generally included a permanent 
heritable right to cultivate, i.e. they could not be evicted 
from their lands by the landlord except on grounds specified 
in the tenancy laws, and in some cases they could sublet or 
transfer their holdings. The share of the produce payable to 
the landlord was generally specified in writing and sometimes 
incorporated into the revenue records. Non-occupancy tenants 
generally held their tenancies on the basis of an annual, often 
verbal, contract and could be evicted, though a certain amount 
of protection against arbitrary eviction had been provided by law. 
In law and in practice, the zamindars remained in legal possession 
of their lands, with few restrictions on their rights of occupancy. 
The common form of rent payment for most non-occupancy 
tenants (and even some occupancy tenants) was the batai or a 
share in kind, generally equal to half the produce. It could, 
however, be more or less, depending on the fertility and distance 
from villages, irrigation facilities, if any, and the type of irrigation 
available, the degree of security in the tract and the force of 
custom. 

Non-occupancy tenants may be either statutory or non- 
statutory. The latter had no protection under the law and could 
be considered ‘tenants-at-will’; in many respects their situation 
differed little from that of agricultural labourers except that the 
latter sold only their manual labour while the former generally 
provided their own seed, implements, and sometimes their own 


bullocks. 


The Land Tenure Situation 


This was the general pattern of ownership and cultivation 
prevailing in the country as a whole. It must be emphasized that 
the lines, so far as individual cultivators were concerned, could 
not be clearly drawn. There were owners of land who might 
obtain some land on a rental basis to make up for a small sub- 
sistence holding; many tenants might supplement their earnings 
by working for hire in the slack season (as would owner-cultivators) 
while a certain number would be landless agricultural labourers. 
The owner-cum-tenant cultivators were a substantial number, and 
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their status had significance for any scheme of Jand-reform. 
Table XVI gives 1951 Census figures of the different classes of 
cultivators in the country. 


I. EAST PAKISTAN 

As noted earlier, the permanent settlement extended over a 
major area in the province, 76 per cent. of the cultivated area, 
with g2 per cent. of the revenue-paying estates having their 
land taxes fixed in perpetuity under the Permanent Settlement 
Regulation VII of 1793. Under this Regulation, the Government’s 
share was fixed at ten-elevenths of the rental value of the land at 
the time of Settlement. The proprietor retained the remainder, 
plus the right to any future increase in income. 

The difference between the land revenue assessment and the 
value of produce widened with the years. The growing pressure 
of population on the land, the rise in prices of agricultural produce, 
and the exploitation of forest, fishery, and mineral rights increased 
incomes from the land. The proprietors migrated to the cities, 
passing on the land to subordinate tenure-holders for fixed rent 
(in addition to the revenue payable to the State). In time, such 
holders grew rich, as income from the land increased, and they 
farmed out their interest to others, and the process continued, 
each intermediary in the chain receiving from the holder below 
him a rent which ensured a profit after payment of rent to the 
holder immediately above. This process of sub-infeudation 
sometimes reached surprising proportions, a single estate having 
as many as fifteen to twenty rent receivers between the original 
zamindar and the actual cultivator who bore the entire burden of 
supporting them all. 

These rent receivers were differentiated according to the 
manner in which they obtained their income as (a) quasi-zamin- 
dars, and (b) occupancy tenants. The former were defined as “all 
classes of tenure holders drawing a fixed income from agriculture, 
with no share in the vicissitudes of farming’.1 Their right to 
hold land for the purpose of collecting rents was permanent, 
heritable, and transferable, and was recognized by the Bengal- 
Patni Taluq Regulation of 1819.2 Again, the rent paid by them to 


1 ‘Land Tenure in Pakistan’ (State Bank of Pakistan Bulletin, October 1952). 


2 Locally, the quasi-zamindars were called Patni Taluqdars or Patnidars and 
sub-infeudation has resulted in various gradations of Dar-Patnidars, Se- 
Patnidars, Se-Dar Patnidars, &c. 
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the superior rent receivers was fixed in perpetuity. Some rent- 
receivers did cultivate a part of their holdings, the same as some 
of the original zamindars. For the most part, the land was passed 
on to tenants, or ryots. Many of the latter were granted occupancy 
rights for the first time by the Act of 1859 and subsequently 
additional categories of tenants were granted similar rights in 
1885. With the passage of time, many of these ryots (also spelled 
raiyats) tended to regard themselves as landlords and rented out 
their lands to under-ryots and an Act of 1928 conferred certain 
limited occupancy rights on the latter, although failure to pay the 
rent or improper use of the land made them liable to eviction. 
Approximately 70 per cent. of the land was cultivated by the 
ryots or under-ryots while 8 per cent. was cultivated as khas land 
of the zamindars and quasi-zamindars. ‘The remaining 22 per cent. 
of the land was cultivated by non-occupancy tenants known as 
bargadars, though under post-Partition legislation they appear to 
have lost their tenant-status and cannot be legally distinguished 
from agricultural labourers. They have generally been found 
working on some of the holdings of ryots or under-ryots; most 
of them being former occupancy tenants who have been forced 
to surrender their own holdings against accumulated indebtedness. 
According to the 1951 Census there were 9,109,991 persons who 
owned or rented land and 1,513,629 landless agricultural labour- 
ers. In the former category 41 per cent. owned all land tilled, 
48 per cent. owned part and rented part of the land, 7 per cent. 
rented all the land tilled, while 4 per cent. rented some land and 
also worked for hire. In the absence of additional information not 
presently available it would be difficult to relate these categories 
to the tenure relations described above. 

Post-Partition legislation aimed at fundamental revisions over 
the next few decades, in the land-tenure system described above. 
The East Bengal State Acquisition and Tenancy Act of 1950 was 
designed to acquire all rent-receiving interests between the 
original zamindar and the cultivating tenant, the latter being 


1 However, Sir Malcolm Darling, in his able study for the I.L.O., indicates 
that the tendency of ryots with heritable and transferable rights in their holdings 
to describe themselves as owners may have inflated the proportion of owners 
as shown in the 1951 Census. (Report on Labour Conditions in Agriculture in 
Pakistan, p. 39. ‘This thoughtful study by a scholar and administrator with 
long and distinguished experience in the Punjab, has been drawn upon heavily 
in the preparation of this chapter.) 
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defined as a tenure-holder who cultivated with the help of 
bargadars. The original zamindar was not permitted to hold more 
than 33 acres as his personal (khas) holding, the rest being ac- 
quired at a price equal to five times annual net income from the 
land. As for the acquisition of rent-receiving rights, the rate of 
compensation varied from ten times annual net income for incomes 
not exceeding Rs. 500, to as little as twice annual net income for 
large estates with net incomes over Rs. 100,000. The cultivating 
tenants were to pay cash rents not exceeding one-tenth of the gross 
produce direct to the Government, which would thus become the 
sole rent-receiver. Rights of tenants would be permanent, but 
with restrictions in regard to sub-letting, transfer, or mortgage. 
The rents and land revenue payable by cultivators were to be re- 
assessed, i.e. the Permanent Settlement was to be replaced. 

Action under the legislation proceeded slowly at first, but has 
been accelerated since 1954-5. ‘he Act authorized Government 
to take over the rent-receiving rights on large estates (less the 
minimum permitted as khas lands), and on estates administered 
by the Court of Wards under a summary procedure, pending the 
assessment of full compensation. By early 1956 a total of 432 
estates had been taken over. The rights so far acquired were 
zamindari rights proper, and the next step was to acquire the 
interests of co-shares and of the superior landlords or quasi- 
zamindars. Acquisition proceedings for other estates have begun 
on an area-wide basis. Simultaneously, ad interim compensation 
is being assessed, although the work is handicapped by lack of 
suitably trained staff. Meanwhile, the total annual rental demand 
of the properties acquired increased steadily from Rs. 25 million 
at the end of 1951-2 (the first year of the legislation) to Rs. 38 
million at the end of March 1955. Survey and settlement opera- 
tions for the wholesale acquisition of rent-receiving interests 
were under way in some parts of three districts only, and at the 
current rate of progress, the entire operation is estimated to take 
several years. 

The legislation has been generally commended for the possibili- 
ties it holds for improving agricultural practices. The re-establish- 
ment of contact between the cultivator and Government would 
enable initiation of schemes for consolidation of holdings. The 
introduction of a rational system of land assessment was also 


1FYPD, Ch, 16; para: 33. 
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expected to prove a first step toward the amelioration of the 
conditions of the tenants as a whole. However, the scope and 
working of the legislation during the past four years has led to 
some criticism. Firstly, the definition of the cultivating tenant, it 
is thought, has turned the bargadar into an agricultural labourer, 
so far as the law is concerned. The provision that no bargadar 
would be evicted without the permission of a Revenue Officer 
might prove elusive in practice, since the ‘rent’ he had to pay could 
still be raised without any legal restraint. Moreover, the prohibition 
against creation of any barga interests in the future would worsen 
the economic status of many landless people as new lands would 
no longer be available to them on a tenancy-basis, while increasing 
population and the foreclosure of mortgages increased the number 
of those seeking lands for cultivation. Secondly, the conversion of 
the State into the landlord placed great powers in the hands of 
revenue officials, thus increasing the chances of petty tyranny. 
It is widely reported that the inflexible and often complicated 
procedure of depositing rents has led to considerable harassment of 
the unlettered rural folk. Thirdly, there was fear that the recog- 
nition of literally millions of government tenants would create an 
intractable administrative problem as regards the annual assess- 
ment of the Government’s share in the produce.! Finally, it 1s 
argued that the original schedule for completing the acquisition of 
rent receiving interests in ten years is unlikely to be achieved, 
and it may be decades before the Permanent Settlement can be 
finally done away with, sub-infeudation removed, and new 
records and assessments finalized. Work has been undertaken on a 
large and systematic scale in only three districts during the first 
four years of the legislation. 


Z THE PUNJAB 

A system of Temporary Assessment prevailed in the province 
of the Punjab, the intervals between assessments being on an 
average thirty years. In some areas the mahalwari settlement 
prevailed. As noted earlier, the pattern of ownership in the 
Province has undergone a great deal of change. Refugees were 
being settled on the basis of the status they enjoyed in pre- 
Partition days, but detailed information on these developments 
is not available. 


1 Cf. Darling, op. cit., p. 58. 
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The Punjab has been known as a land of peasant proprietors, 
but this is only partly true. According to the 1951 Census, 
out of approximately 3-4 million cultivators, 49 per cent. were 
owners of all lands tilled, 16 per cent. owned part and rented part 
of the land tilled by them, 29 per cent. rented all their land, 
and 6 per cent. rented and also worked for hire.1 These figures 
doubtless include many refugee holders of evacuee land who 
regard themselves as owners, regardless of legislative definitions. 
A part of the land, particularly in the areas now coming under 
cultivation in the new irrigation projects, was held by government 
tenants, whose status was almost equivalent to that of proprietors. 
Some cultivated land was held by jagirdars, though their share in 
the total land revenue of the province was only about 3 per cent. 
About 5:5 per cent. of the total cultivated area was held by 
occupancy tenants created by the Tenancy Act of 1887, though 
most of them preferred to rent their lands, to enter military or 
other government service or to take up land as tenants on holdings 
which were less uneconomic than their own. 

Non-occupancy tenants cultivated 52 per cent. of the land of 
the Punjab, whether belonging to zamuindars or others. Prior 
to Partition, they had few rights in law except that on eviction 
they could claim their expenses on the uncut crop and the cost 
of preparation of land. Most of them obtained the land on bataz 
or share-cropper terms, their share varying from three-fourths 
to two-thirds of the produce on unirrigated land, and up to one- 
half on irrigated land. In addition, they paid the water rate prior 
to recent legislation, while the landlord paid the land revenue. 

Since Partition, their situation has somewhat. improved. 
Illegal dues and cesses (or abwabs) have been abolished. The 
Punjab Protection and Restoration of Tenancy Rights Act 
(1950) forbids eviction without permission from the revenue 
officer who is empowered to permit the same only on grounds of 
non-payment of land revenue, or if the land has been so used as to 
render it unfit for cultivation, or has been cultivated in a manner 
different from the customary practices of the locality, or if the 
landlord personally wishes to cultivate the land. In this last 
instance, the landlord’s personal cultivation may not exceed 25 
acres. All evictions made after the 15th June 1949 were set aside. 
A new Act was passed in 1952, under which all jagirs with the 


1 Darling, op. cit., p. 37. 
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exception of those given to religious institutions or military 
personnel were assessed for land revenue. Non-occupancy tenants 
were granted permanent and heritable rights, but with no rights to 
sub-let. Eviction was possible only on exceptional grounds, and 
that on the execution of a decree by a revenue authority. The crop 
and also the payment of the water rate and land revenue were to be 
divided generally in the proportion of 40:60 between the landlord 
and tenant respectively. An upper limit of 50 acres was fixed for 
landlords’ holdings, while occupancy tenants were given the 
option to acquire proprietory rights by payment of land values 
within a fixed period of time. Further acquisition of occupancy 
rights was stopped. Some amendments were introduced later to 
ensure greater flexibility in the execution of the legislation, and the 
amendments were considered generally beneficial to the landlords. 

The Five Year Plan summarized the situation in the Punjab as 
follows: ‘On the whole, the Punjab ‘Tenancy Reform Laws did not 
produce the desired results. They were not fully implemented, 
but they created tensions between landlord and tenant. The 
tenant felt he was the virtual owner and begrudged the landlord 
even the rent legitimately payable to him. The landlord on the 
other hand felt that he had been practically dispossessed of his 
property rights in the land. Each thus manceuvred for position 
against the other and the result depended upon whether the 
landlord was big or small.’} 


3. SIND 

The Revenue Settlement in Sind was temporary, though the 
rates of land revenue were determined according to a sliding- 
scale system every year instead of at intervals of every thirty years 
as in some parts of the Punjab. 

The ryotwari system prevailed in the province and rendered 
the occupancy of land technically a tenure under Government. 
However, as noted earlier, the occupant possessed heritable, 
divisible, and (subject to cultivation) permanent rights in the 
land, thus rendering him in effect, a proprietor. Rights of aliena- 
tion by sale, mortgage, or other form of transfer were regulated on 
estates below 300 acres under the Sind Rural Credit and Land 
Transfer Act. 

A problem similar to that in the Punjab arose in the province 


1 FYPD, Ch. 16, para. 46. 
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following Partition. Extensive areas of land were declared evacuee 
property on which refugees were settled. The remaining land 
was largely held by zamindars, who held 87 per cent. of the 
cultivated area. Peasant proprietors cultivated only a small 
portion. As early as 1843 an area of 35,000 acres was distributed 
for the first time among small peasants and another 15,000 acres 
was similarly granted to Punjabi colonists at the turn of the 
century. When the Sukkur Barrage system was completed, some 
newly irrigated lands were reserved for landless haris (tenants-at- 
will) and given to smallholders in the form of harap grants at the 
rate of 16 acres per cultivator (raised in 1944 to 24 acres). How- 
ever, only 1-6 per cent. of cultivated land in the province was 
granted in this form. Provision for giving lands to smallholders 
was being made on a more generous scale from the lands being 
brought under cultivation from the Lower Sind Barrage. About 
4 per cent. of the cultivated area was held by jagirdars. It is 
interesting to note that when the British first occupied Sind, the 
area under jagirs was about 5,000,000 acres. The British renewed 
the jagirs only after deducting one-third to one-fourth of the area 
of each. In many cases it was stipulated that the State would 
resume the jagir after one to three generations. Moreover, jagir 
lands were declared to be impartible and could be inherited only 
through lineal male heirs, failing which they lapsed to Govern- 
ment. By the time of Partition, the gross area of jagirs had been 
reduced to 1,501,400 acres, of which the cultivated area was only 
245,971 acres, distributed among 103 jagirs. 

The major part of the land was cultivated by haris, a class of 
non-occupancy tenants under the direct supervision of the land- 
lords or, in some cases, of an intermediary. On jagirs, such an 
intermediary was the makadum, who had heritable occupancy rights 
recognized in the Land Revenue Code. On large zamindaris, the 
intermediary might be a leasehoJder to whom land may be leased 
out for a period generally not exceeding five years. However, the 
leaseholders had no other protection in law, and in that sense they 
could be considered as a special type of non-occupancy tenure- 
holders. They were often non-agriculturists, only interested in 
exploiting the land and the hari. 'They were mostly non-resident, 
delegating the work of supervision to farm managers (known as 
munshis) who cultivated the land with the help of haris. 

According to the 1951 Census, over 76 per cent. of the 
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cultivators (numbering 1,039,795) in Sind rented all land tilled 
and another 7 per cent. rented some land while also owning 
some. Only 15 per cent. claimed to own all land tilled. Less 
than 2 per cent. rented and also worked for hire. 

The hari was until recent legislation a non-occupancy tenant, 
who traded his labour and that of a pair of bullocks for a theoretical 
half share in the crop. He supplied the seed and the implements of 
husbandry and attended to all agricultural operations. ‘The 
batai or share of the hari varied with the type of irrigation, if any,* 
though various deductions were made by the zamindars, which 
reduced the hari’s share to only one-third of the land’s produce in 
certain tracts. He was also subject to begar or compulsory provision 
of labour outside his agricultural operations. The hari received 
no compensation on eviction for any improvements on the land. 

Under the Sind Tenancy Act of 1950 (as amended in 1952) 
certain heritable rights were granted to haris who had cultivated a 
minimum of 4 acres of land belonging to the same zamuindar for 
three years consecutively. However, the tenancy could be 
terminated on various grounds specified in the Act,? or if a decree 
of eviction was executed by the tribunals set up under the Act 
to regulate the landlord-tenant relationships in the province. 
The hari possessed no rights to mortgage, alienate, or sub-let 
his holdings and even his heritable rights were restricted. Ab- 
wabs were abolished, the respective duties of landlord and havi 
defined, and the batai share was regulated.* 

A Jagirdari Abolition Act was enacted in 1954. However, its 
enforcement has been suspended at the time of writing, as its 
validity has been challenged in the courts. 


1 Basically, the principle of division is 50 per cent. of the theoretical share in 
flow-irrigated moki land, lands in flood inundation or sailabi lands and on rain- 
fed or barani lands. Where cultivation is by lift irrigation or charaki the share 
of the hari may be a theoretical two-thirds and it may be three-fifths when it is 
lift-cum-flow irrigation. 

2 Often the demand for begar is made by the zamindar on the behest of 
Government on occasion of emergency such as canal breaches. Abkalayi, or 
the clearance of canals during the flood season when the river water is heavily 
silted, is another understandable occasion for begar. 


3'The tenants may be evicted if convicted of cattle theft or of receiving 
stolen cattle, abduction, robbery, or dacoity or if they become ‘physically or 
mentally incapable’ or again if the landlord requires the land for personal 
cultivation, within the prescribed limits of such cultivation. 


4’'The provisions regarding batai may however be rendered ineffective by 
clauses regarding collection of debts from the hari. 
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4. NORTH-WEST FRONTIER PROVINCE 

A temporary settlement prevails in the province and land 
revenue is levied on a collective basis in many villages. The 
individual owner’s share was derived from a successive division 
of the tribal lands among smaller and smaller sections of the tribe. 
It is estimated that 42 per cent. of the land in the province was 
cultivated directly by the peasant proprietors while over 40 per 
cent. of the cultivated land was held by the large zamindars.} 

Occupancy tenants cultivate over 10 per cent. of the land and 
non-occupancy tenants nearly all of the remainder. According to 
the 1951 Census, of the total agricultural labour force 60 per 
cent. own all land tilled and 10 per cent. own part and rent part 
of the land. Another 29 per cent. rent all land tilled and 1 per cent. 
both rent land and work for hire. Landless agricultural labourers 
numbered only 34,531 in 1951, against 1,513,629 in East Pakistan, 
38,364 in the Punjab and 30,031 in Sind. Most of the cultivators 
appear to be in a very indigent condition and a large proportion 
of the land is held by a minority, as suggested by the following 
classification of land-revenue payers :? 


Amount of Land Revenue Number of Revenue 
(in rupees) Payers 
Up to 5 488,133 

Kyat. 142,371 

10-99 INGA’: 

100-250 929 
251-500 241 
501-750 67 
751-1,000 26 
I,001-5,000 36 
5,001-10,000 2 
Above 10,000 I 


Recent tenancy legislation provides certain safeguards for 
tenants. The ‘Tenancy Act of 1950 abolished abwabs and personal 
services. The non-occupancy tenant could not be evicted for a 
period of three years (except for non-payment of rent or improper 
use of the land). Compensation had to be given on eviction for 
any improvements undertaken with the sanction of the landlord. 


11. Sethi, ‘Land Tenures in the N.W.F.P.’, in Pakistan Economic Journal, 
Conference Number, 1952. 
2 Census, 1951, Vol. 4, Statement 5-C, p. 39. 
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Rents were fixed over the three-year tenure period and could not 
be enhanced under any circumstances. Summary procedures were 
introduced for the trial of persons obstructing the tenant (and 
landlord) in recovery of their respective shares in the produce. 

The Tenancy Act of 1950 provided that occupancy tenants 
paying no rent, but only land revenue, water rate and cesses to the 
landlord would become full owners with no further compensation, 
while those paying rent to the landlords would become owners on 
payment of ten times the annual rent. Occupancy tenants might 
acquire part of the land cultivated without payment of compensa- 
tion to the landlord. ‘The Five Year Plan reports: ‘So far 243,679 
occupancy tenants out of a total of 248,100 have become full 
owners after payment of compensation. Partition of land among 
occupancy tenants paying rent in kind and their landlords is in 
progress, and it is reported that out of 120,132 occupancy tenants, 
about 103,000 have so far been declared owners of land. The 
working of the Tenancy Laws in the North-West Frontier 
Province did not cause any serious tension between the landlords 
and the tenants, presumably because their respective rights were 
clearly defined.’ 


5. BALUCHISTAN 

Land tenure problems are less acute in large but arid and 
sparsely-populated Baluchistan and the Baluchistan States Union 
than in any other major area. According to the 1951 Census, 
nearly 61 per cent. of the cultivators were owners and another 
I4 per cent. were owner-tenants, while 25 per cent. were plain 
tenants. A negligible number were tenant-labourers. One sub- 
division of Baluchistan, Nasirabad, is on the Sind Plain, and hence 
is economically part of Sind rather than of mountainous Baluch- 
istan. When that sub-division is excluded, the figure for owners 
rises to 88 per cent. of the agricultural labour force, while only 
3 per cent. of the total were landless labourers. On the other 
hand, Darling reports that landlords in the Nasirabad Sub- 
division, perhaps because tenants are scarcer than in Sind, 
treat their tenants better and landlord-tenant relationships are 
more cordial than in Sind. 

Baluchistan’s social structure is less modern than that of other 
parts of Pakistan, and land revenue is paid in kind in a large 


1 FYPD, Ch. 16, para. 47. 
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part of the province.t Darling reports that ‘part of the land is 
held in common and redistributed for cultivation free of rent every 
four years’. Persons who converted waste lands or barani lands 
into sailaba by constructing embankments and bunds are known 
as lath-band tenants. Once installed, they enjoy tenancy-occupancy 
rights as long as they continue to cultivate the land and to keep 
the embankments in good repair. Their rights are heritable and 
alienable but in the latter case the owner has the right of pre- 
emption. ‘Conditional’ tenants, of which the lath-band tenants 
are a special class, are those who incur considerable expendi- 
ture on reclaiming waste land or on improvements and are in turn 
given leases securing to them rights of occupancy for a specified 
number of years. These tenancies are not ordinarily transfer- 
able, but are heritable within the currency of the lease. 


6. BAHAWALPUR AND KHAIRPUR 

The information for these States is scanty, and the only statistics 
available are the population returns for Bahawalpur and Khairpur 
from the Census of 1951. It may be presumed that since feudal 
conditions exist in these areas, the land-tenure system is largely 
zamindari, with the lands cultivated by tenants-at-will. In 
Bahawalpur, peasant proprietorship is found on new lands 
brought under cultivation. These areas were settled by immi- 
grants from the Punjab, known as abadkars who were given 
proprietory interests in the land and almost 50 per cent. of the 
area of the state is presumed to be settled by abadkars. New 
lands brought under cultivation in the Cholistan area under the 
Abbasia Canal Project are being settled by peasant proprietors who 
are mostly refugees. According to the 1951 Census, 236,293 culti- 
vators out of 388,473 in the State, nearly 61 per cent., were full 
or part owners of the lands tilled by them, and the rest were 
tenants. In Khairpur State, 35,514 cultivators out of 76,970, or 
roughly half, were similarly owners of some or all of the land tilled 
by them. Landless labourers numbered only 4,669 in both States. 


7. SUMMARY OF CHANGES? 
The changes emerging from post-Partition legislation may be 
summarized: the zamindar has lost some of his former powers, 


1 Darling, op. cit., ch. XIII. 
2 For a more detailed discussion of this subject, see Darling, op. cit., ch. V. 
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while the tenants have obtained greater security of tenure. The 
status of the actual tillers of the soil has been improved and 
exploitation by rent receivers, whether zamindars or tenure- 
holders, has been curtailed. The former distinction between 
revenue-free and revenue-paying zamindars is gradually dying out 
all over Pakistan. Personal holdings of zamindars are being 
limited to 33 acres in East Pakistan and 50 acres in West Pakistan, 
and in the former land holdings over the maximum limit are to be 
taken over by the State after payment of compensation to zgam- 
indars and other rent-receivers. In West Pakistan, the zamindars 
remain in legal possession of their lands, but with restricted rights 
of occupancy, and tenants can no longer be ejected except under 
orders of the Revenue Authorities, while rents cannot be enhanced 
beyond the limits fixed by law. All non-occupancy tenants, 
known previously as tenants-at-will in the Punjab, N.W.F.P., and 
Sind, have been granted certain rights of tenancy regulated by 
legislation, and they might be. classified as (a) tenants with 
permanent hereditary rights, (b) tenants with security of tenure 
for three years only, and (c) tenants with no security of tenure 
but whose rights of cultivation are regulated by law. However, 
tenants cultivating the personal holdings of the zamindars, and 
tenants on evacuee lands are not covered by the post-Partition 
legislation. In addition to the existing class of peasant proprietors, 
a new class of owners or quasi-owners is being created in both 
wings of the country. In East Pakistan the vyots and under-ryots 
are being given permanent rights of cultivation as the zamuindars’ 
estates are being taken over by Government. All occupancy 
tenants in Pakistan, with the exception of the mukhadims of Sind, 
have been granted proprietory rights in their lands. The emerging 
tenure structure is much simpler than before Partition, though the 
position in regard to evacuee lands remains obscure. ‘The rights 
of a large majority of cultivators in West Pakistan are now safe- 
guarded by legislation. In East Pakistan, the majority of cultiva- 
tors have emerged as peasant proprietors (or will so emerge when 
existing laws are fully implemented), holding the same status as 
the former crown tenants, except that subletting except to a share- 
cropper is illegal in respect of lands for which the new Act has been 
implemented. Finally, the ranks of agricultural labourers are 
being swollen with the addition of the bargadars who no longer 
hold the status of tenants, since subletting has been abolished. 
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It is, however, doubted by some authorities that tenancy 
legislation provides adequate protection, due to certain funda- 
mental weaknesses in the tenant’s position. With the growing 
pressure of population, the tenant class may not be able to with- 
stand a deterioration in the terms on which they can secure lands 
on rent. It is common knowledge that zamindars, particularly 
such as take an interest in their lands, never lack for tenants, 
and owing to circumstances over which the tenant class has no 
control, a type of cut-throat competition exists. Another weakness 
that has defeated the best tenancy legislation is the lack of educa- 
tion among the tenants. They are generally poor, illiterate, and 
ignorant and seldom know their rights. A case against zamindari 
is therefore made on the ground that tenancy legislation cannot 
ensure conditions of security to the actual tiller of the soil. In 
other words, the zamindari system has features which render it 
unacceptable in spite of efforts to remedy its defects through 
tenancy legislation. Moreover, students of the problem maintain 
that zamindari dulls powerful human incentives to good hus- 
bandry. It has created an entirely unwholesome attitude of 
parasitism, for the ambition of the ordinary agriculturist is often 
to pass from the working section of the rural population to the 
rent-receiving class. Again, because any change for the better in 
the condition of the cultivator seems to them to be against their 
interests, a section of the landlords constitute the greatest single 
obstruction to the development of a healthy agricultural society. 
They are generally against genuine co-operation aimed at foster- 
ing mutual help among their tenants. Competent observers claim 
that these landlords have also disrupted the corporate life of the 
village and intensified factional feuds. The landlord class domi- 
nates the social life of the countryside and exerts a powerful political 
influence in West Pakistan. 

On the other hand, it is only fair to mention the useful functions 
which the better representatives of this class perform. To many 
tenants, the landlord has become a dependable source of credit— 
often the only source. Again, the zamindars serve as assembling 
agents for the marketable produce of their tenants, particularly for 
cash crops. In both respects their role has become more im- 
portant after the exodus from Western Pakistan of the ubiquitous 
baniaand other non-Muslim intermediaries, following the Partition 
of India. In remote rural areas, where police personnel were not 
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easily available, local officials often depended upon public-spirited 
landlords for the maintenance of orderly conditions. A few 
zamindars showed real understanding of, and enthusiasm for, 
the introduction of new crops and methods. On balance, how- 
ever, informed opinion is convinced that the zamindari system 
must be reformed, and gradually abolished on payment of com- 
pensation for their lands above a certain permissible limit. There 
is a still stronger case for abolition of the many intervening rent 
receivers. 

Compensation raises a number of complicated problems, such 
as method of assessment, the form and method of payment, and the 
manner in which the funds would be mobilized. ‘Two alternative 
proposals have been made by important groups. One was im- 
plemented in East Bengal and the other stems from the recom- 
mendations of the Agrarian Reforms Committee of the Muslim 
League. 

As noted earlier, the East Bengal Jegislation placed a limit on 
the size of the estate of the zamindar, at 100 bighas (or roughly 
33 acres) or 10 bighas per head per member of the family, which- 
ever is greater. Any land above this limit is to be acquired by the 
State, on payment of compensation at five times annual income. 
For the acquisition of the rights of rent-receivers, compensation 
was to be paid according to the following schedule: 


Those receiving incomes of up to— Times net income from land 
Rs. 500 per annum fe) 
Rs. 500 to 2,000 per annum 8 


Rs. 2,000 to 5,000 per annum 
Rs. 5,000 to 10,000 per annum 
Rs. 10,000 to 25,000 per annum 
Rs. 25,000 to 50,000 per annum 
Rs. 50,000 to 100,000 per annum 
Rs. 100,000 and over 


NWBU Hv 


The rights are to be acquired and compensation paid after a 
comprehensive study of land records, except in the case of large 
estates, where a summary procedure is authorized. Pending 
revision of records and assessment of compensation, ad interim 
payments are made, the compensation being paid either in cash or 
bonds or both. The bonds are non-negotiable and payable in 
not more than forty annual instalments, carrying 3 per cent. 
interest. Cash was authorized where the compensation was less 
than Rs. 1,000. 

The principle of compensation was also accepted by the Muslim 
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League Agrarian Committee, except in the case of jagirs and 
inams, where rights were found to have been given as a reward 
for services to the British Raj. ‘Two alternative systems of compen- 
sation were recommended. ‘The large landed estate might be 
acquired over two generations by the operation of suitably graded 
death duties. Otherwise, compensation would be a multiple of 
annual values, somewhat as in the case of East Bengal. 

Rough calculations only can be made of the amount of com- 
pensation which would become payable under the scheme in East 
Pakistan, while not even approximate figures are available for 
the West. A minimum of Rs. 300 million has been indicated 
as the compensation payable in Bengal over forty years, of which 
about Rs. 40 million would be paid in cash. Another Rs. go 
million would be spent on the cost of survey, settlement operations, 
and construction of rent offices. However, with the Government 
getting most or all of the rents now going to private interests, 
the income of Government from rents was estimated to increase 
by Rs. 24:1 million annually. 

While the simultaneous increase of revenue due to abolition 
of Permanent Settlement renders the problem of compensation less 
difficult in the Eastern Wing, the same cannot be said of West 
Pakistan. For unless the Government is prepared to increase 
land-revenue rates (thereby neutralizing to some extent the 
benefits of zamindari abolition), the funds would have to come 
from the ordinary revenues of Government. This would affect 
nation-building programmes for which large funds must be 
obtained from the same source. Alternatively, the termination of 
zamindari through heavy inheritance taxes would take a long time. 
Even if the compensation alternative were accepted, considerable 
time would necessarily elapse before the revenue authorities 
could be administratively organized to assess compensation after 
a detailed scrutiny of land records. These factors do not suggest 
the possibility of an early removal of the system in West Pakistan, 
quite apart from its practicability or otherwise from a strictly 
political point of view. 

However, to expect any perceptible improvement in living 
standards merely through reform of land tenures would be 


1 Figures are tentative estimates only and were kindly provided by the late 
K. B. Abdul Aziz, one-time Adviser to the Central Government on land 
problems. 
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inviting disappointment. In Pakistan a very large majority of the 
agriculturists work uneconomic holdings which become pro- 
gressively more fragmented due to the growth of population and 
the operation of inheritance laws. 

Statistics are not available on the size of holdings in different 
parts of the country, but available evidence suggests a pro- 
gressive diminution over the years as indicated in Chapter I. 
Refugee rehabilitation may have accentuated the problem, as the 
amount of land allotted per refugee family varies between 5 and 12 
acres each, depending on the irrigation facilities and the size 
of the family. 

The ‘economic size’ of a holding cannot be determined without 
taking account of a mass of data on soil conditions, water-supply, 
crops, etc. It would differ not only between different parts of 
the country, but also between different districts in the same 
province, if not between different tehszls in the same district. An 
‘economic’ holding would also depend on the techniques of cul- 
tivation, e.g. a large holding is required for the use of a tractor. 
Even if an ‘economic size’ could be laid down by law, the next 
question would be the way in which farms of that size could be 
allotted or put together. It is suggested that the large holdings 
of landlords could be resumed, and the land so acquired used to 
add to the holdings of smaller cultivators. But this appears to 
assume that the landlords’ holding is not already occupied. 
Almost always, however, tenants or agricultural labourers are 
actually cultivating such land, often in plots which are themselves 
uneconomic. Evicting them obviously raises a host of new prob- 
lems. 

Other alternatives are the collectivization of agriculture, and 
co-operative farming. As for the former, the peasant’s loyalty to 
his own land must be recognized. In any case, the relative 
merits of collectivization are not clearly discernible from the 
experience of the few countries where the method has been tried 
out. Moreover, if collectivization were to proceed with mechaniz- 
ation, the same problems of surplus rural labour would arise as 
are posed in the first alternative. 

Co-operative farming has been attempted in Pakistan with 
results which give no clear-cut answer as to its feasibility. Some 
societies were organized by the Punjab Co-operative Depart- 
ment in 1949 with a view to settle refugee cultivators on compact 
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blocks of 500 acres. The society was designed to provide working 
capital to members for carrying on farming operations, and 
wherever necessary, loans for the purchase of implements, seeds, 
fertilizers, &c., were advanced. After the harvest, crops were 
disposed of on a collective basis. Co-operative farming societies 
are functioning at present in the Canal Colonies of the Punjab, 
but they have not been markedly successful in improving farm 
techniques. It is uncertain whether this type of co-operative 
farming would be successful on peasant proprietor holdings, with 
so many of them uneconomic, or on tenant-cultivated zamindar’s 
holdings. 

An alternative co-operative scheme has been suggested based 
on the surrender of usufructuary rights by the cultivator for 
a given period to the society, so that land may be re-allocated 
in compact economic units. The procedure would be similar 
to ordinary land consolidation, but distinct from it only in- 
sofar as it would affect at first only land use and not the owner- 
ship of land. In other words, the society would function as a 
lend-lease society, operating both as a lease holder and as lessor 
for the land-use transactions of the members. 

However, in assessing the practicability of such schemes of 
co-operative farming, it must be recognized that their success 
demands a high degree of discipline and tolerance. Co-operative 
farming is probably the most difficult form of co-operation, and 
education and the growth of a community spirit over a period 
of decades may well be necessary before it can be genuinely 
successful. 

Positive efforts to consolidate fragmented holdings have been 
made since 1920 in the former Punjab and since 1930 in the former 
N.W.F.P. These are the only two parts of West Pakistan in 
which fragmentation is a serious problem. In the period 1920-55 
several laws were passed to encourage and facilitate consolidation, 
and about 1-3 million acres were in fact consolidated. However, 
the Five Year Plan estimates that another 14 million acres should 
be consolidated, and that up to 10 million acres more might be 
brought under cultivation after consolidation. In the former 
N.W.F.P. only a little over 100,000 acres out of nearly 3 million 
cultivated acres had been consolidated by 1955, and the new 
1946 Act had not yet been implemented. 

fragmentation is a problem in East Bengal and the East Bengal 


136 THE ECONOMY OF PAKISTAN 


State Acquisition and Tenancy Act, 1950, provides for consolida- 
tion following acquisition by Government of rent-receiving 
interests. As yet little has been done to implement the provisions 
of this Act. 

The Five Year Plan recommends speedy work to push forward 
with consolidation in places where it is most needed, including 
under-developed areas. It also urges that ‘The next priority 
should be given to areas included in the Village AID (Agricultural 
and Industrial Development) programme, where the village 
workers could assist in the educational campaign to prepare the 
villagers psychologically for consolidation. Once the priority 
areas have been dealt with, precedence should be given to villages 
requesting consolidation. Powers of compulsion should normally 
be kept in reserve to be used only when the owners fail to agree.’ 

The Plan goes on to suggest constant study of the results of 
the programme, including the psychological attitudes of the 
villagers, pointing out that in India reports indicate that villagers 
have not only accepted the programme in principle but ‘are com- 
peting with one another for priority in the programme’. 

Finally, the Plan points out that considerable areas of land are 
uncultivated through inattention by the owners, although they 
are cultivable. It praises the Punjab Land Utilization Act, 1954, 
under which Government may acquire land left uncultivated for 
four years, and lease the land to tenants. It is suggested that such 
legislation be extended to other areas facing the same problem. 


Vil 


RURAL CREDIT AND CO-OPERATION 


according to the period of time for which credit is required. 
Finance for short periods, generally not exceeding nine 
months, is seasonally needed for purchase of seeds and manures, 
meeting incidental expenses, such as the wages of agricultural 


Ri= credit needs in Pakistan may be broadly classified 


1FYPD, Ch. 16, paras. 64-82. 
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labour, and for maintenance of family and cattle until the harvest. 
Medium-term credit is required for replacement or new purchases 
of livestock and simple implements and sometimes for minor 
improvements, as the levelling of land. It is generally repaid in 
instalments spread over one to three years. Finally, long-term 
credit is needed for the purchase of land and heavy agricultural 
machinery and for effecting permanent improvements on the 
land, such as sinking wells, constructing embankments and repay- 
ing ancestral debts. The period of repayment varies but it usually 
extends over many years. 

Apart from these functional requirements of credit, there is 
the constant demand for funds to meet personal expenditure on 
social functions, litigation, education, illness, and house repairs. 
These are technically ‘unproductive’ but constitute a major cause 
of rural debt. Such credit is generally intended to be repaid at 
the next harvest but more often it tends to accumulate into long- 
term indebtedness. Institutional arrangements cannot generally 
cater to such personal needs on any widely commercial basis. 
The discussion in this chapter is confined to problems of functional 
credit since the discussion of ‘unproductive’ credit would carry 
us very far afield into major issues of rural poverty. 

The problem of agricultural credit in Pakistan is conditioned 
by several factors. Firstly, the size of agricultural enterprise 
in the country is generally very small: there are millions of 
agriculturists operating on small plots of land and any loan 
agency has to deal with numerous applications for small loans. 
There is a real problem of supervision of borrowers who are 
almost always illiterate, cannot appreciate loan conditions, and are 
generally lacking in business and credit-sense. 

Secondly, the ordinary agriculturist does not have good 
collateral to offer. Apart from personal surety which is acceptable 
only to friends and relatives, and sometimes to co-operatives, 
there are mainly three types of security available to farm people: 
land and equipment, crops and ornaments. With the exception of 
ornaments, other forms of collateral are restricted in their liquid- 
ity and availability. In the absence of licensed warehousing 
facilities or without assurance that the crop will be marketed 
through the credit-agency, the security of crops is often meaning- 
less. As for land, this depends primarily on the land-tenure 
situation. As noted in Chapter VI, a large number of cultivators 
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are either non-occupancy tenants or common day-labourers who 
have no security but their own labour and that of their families 
to offer. Even the landowner may be handicapped by various 
restrictions on the transfer of land. Land-alienation and other debt 
legislation has been so designed in various parts of the country 
as to prevent the transfer of land to money-lending classes and to 
prohibit the acquisition of certain types of assets (e.g. ploughs), 
for the satisfaction of claims. 

Thirdly, a majority of the cultivators, as noted in Chapter I, 
do not work economic holdings. If the holding is uneconomic (and 
subsidiary sources of income are generally non-existent), the 
cultivator has not enough resources to feed, clothe or shelter his 
family and remains in perpetual need of funds. Credit for such an 
individual is very difficult to provide since he does not possess 
means of repayment. 

These conditions have resulted in the evolution of a set of 
non-institutional credit agencies in the sub-continent. Among the 
most important are money-lenders, traders, and zamindars. 

The money-lender was in the past the most common source of 
credit. He lent money on personal surety and did not press for 
repayment of capital as long as the interest was paid. There was 
no publicity attached to his loans, which was eminently necessary 
for protecting the zzzat of the borrower. In return for these 
facilities, he charged an exorbitant rate of interest, rarely less 
than 18 per cent. and often more than 50 per cent. The money- 
lenders’ influence was demoralizing since loans were so easily 
available, that they were readily spent, and because the money- 
lender did not care how they were spent.? 

The oppression of the money-lender was felt more acutely in 
the depression period after 1929, and various measures for con- 
trolling their activities were adopted in some of the provinces now 
in Pakistan.2 The legislation was not entirely effective, mainly 


1 ‘Unexpectedly, our inquiry suggests that the two conditions most produc- 
tive of debt are insecurity of harvests and prosperity and that of the two, 


prosperity has the worst effect . . . where there is insecurity, a man borrows 
because he must, but where there is security and consequent prosperity, he 
borrows mainly because he can... The temptations of prosperity have proved 


irresistible.’ For a scholarly and at the same time graphic description of the 
money-lender and his system, cf. Chs. X and XI. Darling, Punjab Peasant in 
Prosperity and Debt. 

2 Vide Punjab Regulation of Accounts Act (1931), Bengal Money-Lenders. 
Act (1933), Punjab Registration of Money-Lenders Act (1938). 
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because no alternative source of credit was made available to the 
indigent peasant. he superior bargaining power of the money- 
lender, the illiteracy of the ordinary debtor, the absence of satis- 
factory inspecting machinery, and the lack of sufficiently deterrent 
penalties for infringement of laws also contributed to this result. 
However, to the extent that the legislation was effective, it pro- 
duced two results: in certain areas, it created a new class of 
money-lenders who belonged to the agricultural class, such as 
landlords, and it led to a perceptible contraction of credit facilities, 
to the extent that alternative agencies were not forthcoming to 
adequately replace the money-lender. 

The partition of the sub-continent resulted in an almost 
total eclipse of the money-lender. The vast majority of the 
money-lenders had been Hindus or Sikhs who migrated almost 
en masse from West Pakistan. In East Pakistan, the position 
changed more slowly but on the whole, money-lending by 
professional banzas, is gradually declining. No similar professional 
agency has yet replaced the money-lenders, though commercial 
classes of Muslims such as the Shaikhs and Khwajas are reported 
to be active in some parts of the Punjab. The Pathan money- 
lender, normally an urban-dweller, is reported to have penetrated 
into the rural areas, particularly where refugees are settled. ‘The 
disappearance of the non-Muslim money-lender has freed vast 
masses of the peasantry from the burden of ancestral and personal 
debt, but it has not solved future problems, for sometimes it is 
genuinely necessary and desirable for peasants to borrow. 

The village shopkeeper and others interested in the purchase 
of agricultural produce have constituted another major source of 
credit over the centuries. Sometimes the shopkeeper fed and 
clothed the agriculturist and met his other requirements until 
the harvest. Such supplies were generally made at a higher rate 
than that prevailing in the market, thereby including an element of 
interest. If the shopkeeper also dealt in the commodities pro- 
duced in the village, he either asked for repayment of the loan 
in kind or specified that the grower should not sell his crop to 
another party. 

Alternatively, credit was provided by traders interested in 
the purchase of the growers’ produce: this applied particularly 
to cash crops such as cotton, jute, tobacco, and sugar-cane. ‘The 
grower would enter into a contract with the dealer, stipulating 
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supply of produce at prices either determined beforehand or left 
open until the time of delivery or even later. The first-mentioned 
alternative was more general, the grower receiving a certain per- 
centage of the total payment in advance. Sometimes the advances 
might be provided even by the processors as in the case of cotton- 
ginners in Sind, where the practice is widely prevalent. Nointerest 
might be charged but the price fixed may be very unfavourable to 
the producer. Alternatively, a discount might be made on the 
price when the final payment was made.? 

Since Partition, the new trader classes in West Pakistan have 
been drawn mainly from enterprising zamindars or even small 
agriculturists who have discovered in this work a more lucrative 
source of income. They have mostly operated with their own 
funds or have obtained credit from processors of cotton, wheat, 
and rice who in turn were able to draw on institutional sources 
of credit. Sometimes the grower has been able to obtain credit 
directly from commission men (kutcha arhatiyas) or dealers 


(pucca arhatiyas), who provide marketing credit until the produce 
is sold by them. This agency is found in the regulated markets 
in the Punjab. ? 

The landed proprietor was a traditional source of credit, 
particularly if he was residing on his lands. This agency has 
certainly become more important in recent years in some areas, 
though in others, the effect of post-Partition land reform legis- 
lation seems to have been to deter the landlord from providing 
credit to tenants not wholly under his control. No contract 
for the loan was generally made and no interest ordinarily charged 
though it was common practice for the zamindar, if he was also 
the creditor, to collect the loan from sale of the tenants’ marketable 
surplus which the latter was compelled to sell through him. 
Sometimes, the price paid by the zamindar would bear no close 
relationship to the proper value of the produce and thus involve 
interest. | 

Some institutional sources of credit have also developed in 


1 Such a discount is charged against advances to zamindars in Sind and is 
known as ghati. The ghati depends not only on the amount of advance but also 
on the time of the season at which the advance is provided: in case the loan 
is given early in the season the ghati may be equal to the amount of advance 
per maund; in effect, the purchase price is reduced to the extent that it repre- 
sents quite an exorbitant rate of interest. 


2 Cf. Chapter II. 
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the rural areas, including co-operatives, Government agencies and 
commercial banks. 

The co-operative movement in the sub-continent has in the 
past been predominantly a credit movement. It was officially 
sponsored with the passage of the Co-operative Credit Societies 
Act, 1904, which provided the framework for the establishment 
of credit societies on an unlimited liability basis. Eight years later, 
the Co-operative Societies Act, 1912, made it possible to organize 
societies on a limited liability basis and for purposes other than 
credit. As aresult, different types of societies, e.g. thrift, livestock- 
breeding, consolidation of holdings, marketing (supply and sales), 
health, farming, &c., were formed in both rural and urban areas. 
Above the primary societies there developed the ‘Central’ 
Co-operative Banks, and the Banking Unions. They collected 
deposits from townspeople and the surplus funds from primary 
societies affiliated with them and channellized them to other 
primary societies in need of funds. Subsequently, the Central 
Banks in many of the provinces were affliated to form Pro- 
vincial Co-operative banks which mobilized funds in a similar 
manner from the cities, channelling them back to the co-operative 
movement at the lower levels. A federal structure of co-operative 
credit was thus built up. Co-operative land mortgage banks for 
meeting medium or long-term credit needs were also established, 
though they stood somewhat apart, both in regard to the nature 
of credit and the security against which it was provided. 

The movement expanded quickly under the impetus of rising 
agricultural prices and land values during the war and post-war 
period after 1914. This introduced an element of instability and 
unsoundness which was revealed with the onset of the depression 
in the ’thirties. ‘Thousands of credit societies over the sub- 
continent failed as falling agricultural prices made it impossible for 
borrowers to repay loans which had been advanced against either 
personal surety or thesecurity of inflated price levels. The outbreak 
of the Second World War in 1939 found the movement struggling 
to find a new equilibrium and a basis for further advance. Earlier 
expectations of prompt liquidation of over-dues were not fulfilled 
due to the somewhat erratic course of prices of agricultural pro- 
duce. The war did, however, impart a stimulus to the establish- 
ment of supply societies or consumer stores and to marketing 
societies. 


142 THE ECONOMY OF PAKISTAN 


Partition affected the co-operative movement in several ways. 
There was a large-scale withdrawal of membership and deposits as 
also an emigration of non-Muslim technical personnel (e.g. 
managers, accountants, auditors, inspectors) from West Pakistan. 
But the movement displayed resilience in the face of dislocation, 
and co-operatives were even able to extend into new fields. 'They 
provided minimum banking facilities in the earlier post-Partition 
period, acted as Treasuries for the Government in the N.W.F.P. 
and Punjab and operated agencies for the procurement of food- 
grains and other field crops on behalf of the Government. They 
undertook the distribution of controlled items such as sugar, 
kerosene, and cloth in the rural areas. Many small evacuee 
concerns such as wheat-flour mills, rice mills, and cotton-ginning 
and pressing factories were allotted to them for management. 
Finally, co-operative credit institutions were permitted through 
appropriate relaxation of bye-laws, to undertake commercial 
lending to individuals or groups, not on their membership rolls. 
Many co-operative societies were started for the rehabilitation of 
refugee cultivators and artisans. Total loans granted by agri- 
cultural credit societies in 1953-4 amounted to only Rs. 20 
million. They had about 600,000 members. 1 

Two broad trends are notable in the movement in the post- 
Partition period. Firstly, there has occurred a perceptible shift 
from purely credit to multi-purpose activities such as the purchase 
and sale of produce. This is in many respects a welcome change. 
The emphasis on credit in pre-Partition days restricted the 
effectiveness of co-operatives by concentrating effort on one 
aspect of the agriculturist’s problem to the exclusion of others. 

Secondly, in the case of the Provincial and Central Co-operative 
Banks (numbering four and 112 respectively, exclusive of 
branches), organized primarily to serve as an external source of 
funds to primary societies, there has been absorption in commercial 
activities to the neglect of genuine co-operative activities. To 
some extent, the co-operative banks were compelled to undertake 
this activity to maintain essential banking services in areas where 
even to-day there are no branches of any commercial bank. But the 
addition of extensive commercial activities cut at the root of the 
co-operative ideal. Moreover, commercial lending too often 
resulted in unsound lending since many of the banks had no 


1 FYPD, Ch. 15, para. 14. 
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officials trained in commercial banking practices and techniques. 
The Government supervisory staff was likewise untrained in 
banking, apart from the fact that it was overstrained with a 
number of other heavy responsibilities. On the recommendation 
of the State Bank and several committees and conferences, com- 
mercial activities of co-operative banks are being deliberately 
curtailed. Instructions have been issued to them to gradually 
withdraw from these activities. 

Despite a history of over half a century, the co-operatives 
have reached only a small population in the rural areas and their 
contribution to credit needs is not very significant. Membership 
in East Bengal actually declined in the five years ending 1953-4, 
as shown by Table XVII. 


Table XVII 


PRIMARY AGRICULTURAL CO-OPERATIVE SOCIETIES IN PAKISTAN 
(Including Supply and Multi-Purpose Societies) 
1948-9 and 1953-4 


—  — |¥ | | | 


aS Membership Working Capital 
No. of Societies (thousands) (millions of rupees) 
Province] State Ee 
1948-9 | 1953-4 | 1948-9 | 1953-4 | 1948-9 | 1953-4 
(1) (2) (3) (4) (5) (6) 
Punjab Se ose 8,064 8,467 | 226°1 259°4 82-24, 34°83 
IN WiE. PR.) 34 as 960 1,150 20°'0 26:2 1°67 2:3 
Sind (a), .. Bia 190 142 24°9 13°9 3°18 1°87 
Baluchistan A 
Bahawalpur (a) .. 414 526 12°0 16°0 1°52 77 
Khairpur .. ‘ied 3) 03 0°02 
West Pakistan Abs 9,628 | 10,292 | 283:0 315°8 38°61 40°87 
East Pakistan 27550) |) 10,143. o25c5 819°9 39°89 28°95 
Total... Beto i 20,485 |TTOo 5, bias -7 78°50 69°82 


(2) Figures for Sind and Bahawalpur in Columns (1), (3), and (5) 


relate to 1949-50. 


Source: FYPD, Ch. 15, Table I. 


State Credit 
Governments in the sub-continent have participated in the 


1 See FYPD, Ch. 15, pp. 97-107, for a summary of the shortcomings of co- 
operatives in India and Pakistan. It should be noted that in spite of this im- 
pressive array of defects, the Board maintains: ‘the right policy is to develop 
them as the main ultimate agency for providing rural credit. Although it may 
be argued that co-operation has failed, it must nevertheless be resolved to 
make it succeed.’ 


144 THE ECONOMY OF PAKISTAN 


provision of agricultural credit to farm-people in times of emerg- 
ency. Such assistance was placed on a legal footing through Acts 
passed in 1871, 1876, and 1879. But not much active help was 
rendered until after the passing of the Land Improvements Loans 
Act, 1883, and the Agriculturists Loans Act, 1884. Under the 
former Act, long-term loans could be granted for permanent 
improvements of land, and under the latter, short-term loans for 
the relief of agricultural distress, the purchase of seed and cattle, 
and for other agricultural purposes not specified in the 1883 Act. 

Such loans are known as tacavvi loans and are generally dis- 
tributed in cash. Their grant and collection is the responsibility 
of local revenue officials. At the village level, the patwari in the 
Punjab or his counterpart in other provinces is responsible for the 
administration of the loans. The question of security is unim- 
portant since repayment is collected as arrears of land revenue. 
Although Provincial Governments are empowered under the 
legislation to provide every form of agricultural credit, in practice, 
such loans are generally available only in times of emergency, 
famine, or other natural calamities. After Partition, they were used 
to a considerable extent to provide relief and rehabilitation finance 
to refugees and developmental finance in furtherance of grow- 
more-food campaigns, though the provision so made has been 
generally regarded as inadequate. 

On the whole, facavvi loans have not been generally popular. 
The formalities attendant on them are cumbersome and often 
involve long delays. The cost of the loan is greatly increased by 
corruption, both at the time of issue and repayment. The pro- 
cedure for repayment is generally inflexible and may involve 
considerable hardship to the borrower. Finally, revenue officials 
are mainly concerned with the mechanics of lending rather than 
with the purposes for which funds are applied and this places the 
‘burden of responsibility for the intelligent use of funds entirely 
‘upon the uneducated agriculturist. ‘The total budgetary provision 
for all the provinces together in any year does not exceed Rs. 11 
million at the outside. The contribution of tacavvi loans to 
agricultural credit is therefore minor, except in abnormal times. 


Agricultural Development Finance Corporation 


An institution likely to prove of some significance in the 
field of rural credit is the Agricultural Development Finance 
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Corporation, established by the Central Government in July 1952, 
with a view to financing the medium and long-term credit needs of 
agriculture. It has an authorized capital of Rs. 50 million, of 
which Rs. 30 million has been subscribed so far by the Govern- 
ment. The Corporation may issue bonds and debentures not 
exceeding five times its capital and reserves. The Managing 
Director and six out of eleven Directors of the Board are appointed 
by the Central Government, which has powers to give directives 
on matters of policy. 

The Corporation is authorized to grant assistance either directly 
or through subsidiary institutions for the ‘promotion, develop- 
ment, and modernization of agriculture’. Specifically, it can grant 
loans, ordinarily in kind but also in cash, for periods not exceeding 
twenty years up to a maximum of Rs. 500,000 to a corporate body 
or a co-operative society and Rs. 100,000 to an individual. The 
limits may be doubled with the permission of Government. The 
purpose for which loans to agricultural ‘concerns’ may be granted, 
include the purchase and installation of equipment for mechanized 
farming and water-lifting; production and distribution of im- 
proved varieties of seed; purchase and distribution of chemical and 
other fertilizers; establishment of tractor stations and seed and 
agricultural stores; building of embankments, water courses 
and drainage facilities; elimination of agricultural pests; anti- 
water-logging and land-reclamation measures and cattle breeding. 
The loans are to be granted against proper security; personal 
surety is acceptable only where the value of the loan does not 
exceed Rs. 500 and if one additional surety is also available. ‘The 
Corporation may make use of any agency prescribed by its Rules 
for watching the expenditure so as to ensure proper utilization. 

The Corporation has its Head office in Karachi and regional 
offices in Dacca, Lahore, and Sukkur. By the end of 1956 the 
Corporation had sanctioned loans amounting to Rs. 9:1 million, 
for the purchase of tractors and implements, bullocks, tube-wells, 
dairy industry, etc. The rate of interest charged by the Corpora- 
tion was reduced in January 1954 from 6} per cent. to 5 per 
cent. per annum for individuals, and from 5 per cent. to 4 per 
cent. in the case of co-operatives. 

'The Corporation has been handicapped by provincial laws which 
place restrictions on the mortgage and sale of agricultural property 
and by the land-tenure situation in areas where the agriculturists 


L 
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do not possess full proprietory rights. To obviate these difficulties, 
the Corporation has requested the provincial and State govern- 
ments to enact comprehensive legislation which could relax all 
local laws in the case of loans and advances made by the Corpora- 
tion. ‘he Five Year Plan states that the Corporation is inaccess- 
ible to the masses of the cultivators and ‘has not made any 
impression on the credit situation in the country’.? 


State Bank of Pakistan 


The State Bank does not directly finance the agriculturist. 
It can, however, provide finance for the purpose through the 
co-operatives, the only institutional credit agency functioning on 
any scale in the rural areas at the present time. The Bank can 
purchase, sell, or discount bills of exchange maturing within nine 
months and arising out of the financing of seasonal agricultural 
operations or the marketing of crops. ‘The documents must bear 
two or more good signatures, one being that of a scheduled bank 
or a Provincial Co-operative bank (cl. 13, sub-clause 2(6) ). 
It can also make loans and advances for fixed periods not exceed- 
ing go days to scheduled banks or provincial co-operative banks 
against several types of security including their promissory notes, 
supported by documents of title to goods, which have been 
transferred or assigned or pledged to them as security for credits 
granted for the purpose of financing seasonal agricultural opera- 
tions or the marketing of crops. However, finance against pro- 
missory notes supported by documents of title to goods is only 
possible provided documents of title to goods are negotiable, and 
this is not possible in Pakistan in the absence of any licensed 
warehouses. ‘The State Bank has therefore only been able to provide 
some loans and advances to Provincial Co-operative Banks against 
government securities. Between the middle of 1950 and 1955 the 
Bank sanctioned cash credit limits to Provincial Co-operative 
Banks to the extent of Rs. 190 million. 

The powers of the State Bank were extended significantly under 
the State Bank of Pakistan Ordinance, 1955, and the State Bank 
of Pakistan Act, 1956. The Bank is now empowered to declare 
any co-operative bank a ‘scheduled bank’ if it comes up to certain 
standards. Provision has also been made in the Act to advance | 
medium-term loans under Section 17(2)(d) to co-operative banks | 


1 FYPD, Ch. 15, para. 64. 
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for a maximum period of 5 years for financing development of 
agriculture or of agricultural or animal produce. Apart from this, 
the State Bank, under Section 17(g) of the Act, can now make 
funds available to any institution or bank, especially established 
for the purpose of promoting agricultural development in the 
country, on such terms and conditions as it may determine. 

In order further to encourage the co-operative banks and to 
make finance available to them for agricultural purposes, the State 
Bank has charged a concessional rate of interest of 14 per cent. 
against agricultural paper and 2} per cent. against Government 
securities, on condition that the benefit of the low rate is passed 
on to the ultimate borrower. The State Bank has also decided to 
provide financial assistance for the education and training of the 
staff of the co-operative banks and the co-operative departments. 
Under the 1956 Act, only the Punjab Provincial Co-operative 
Bank has so far been declared a ‘scheduled bank’. 


Commercial Banks 


The commercial banks have not attempted to reach the cultiva- 
tor directly in view of the almost insuperable problem of dealing 
with a vast number of illiterate borrowers scattered over a wide 
area. However, commercial bank credit does indirectly reach the 
rural areas through funds loaned to processors of raw materials. 

The importance of the various credit-agencies in different 
parts of the country is indicated for each province in the following 


pages. 


ERVEASTURAKTS TAN 

In East Pakistan the situation regarding credit agencies did 
not change much following Partition. The money-lender con- 
tinued to function, though his scope had already been 
restricted in pre-Partition days after the passing of the Bengal 
Agricultural Debtors Act and the Bengal Money-Lenders Act. 
However, money-lending by professional banias declined rapidly 
after 1950 and at the present time the credit needs of the 
agriculturists ‘are no longer being met except in small part by the 
Hindu banias’.} 

The co-operative movement has not been as effective a source 
of credit as its supporters have expected, although its statistics 


1 Cf. Agricultural Enquiry Committee Report, para. 328. 
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are not unimpressive. In a very real sense, the co-operatives in 
this province did not recover from the impact of the great depres- 
sion of the ’thirties and a large number of credit societies were in 
dissolution at the time of Partition. In particular, the application 
of the Bengal Agricultural Debtors Act to the debt owed to 
co-operatives was a serious blow since it compulsorily reduced 
their loan recoveries. Their position was greatly worsened after 
Partition, when the Bengal Provincial Co-operative Bank with its 
head office at Calcutta became disafhliated and failed to credit the 
deposits of such co-operative institutions as were left in the 
Pakistan territory. The movement had been built on the basis 
of the province as a single-unit, while the boundary line cut across 
the area of operation of various societies. Since recoveries from 
individuals and societies across the border were not possible, a 
large number of the central banks lost their solvency and as late 
as 1949, fifty-seven of the eighty-three central banks in the 
province were running at a loss. Nearly 19,250 credit societies 
were in process of reorganization into multi-purpose societies 
to undertake marketing and other functions. The basic objective 
underlying this reorganization programme was to have one multi- 
purpose society in each of the 4,000 unions in the province. By 
October 1954, 3,949 union multi-purpose societies were organized. 
These were further federated into 135 central multi-purpose 
societies. 

An East Bengal Provincial Co-operative Bank was established 
in 1948 but initially had little funds and no security to offer; 
while the Provincial Government tried to help the new institution 
in several ways, it perforce continued to deal directly with primary 
credit institutions. 

A major event in the development of the co-operative move- 
ment in the province was the decision in September 1949 to 
organize co-operatives for the marketing and processing of raw 
jute. A scheme for jute marketing through co-operatives had been 
introduced in 1927 but was abandoned a few years later owing to 
losses suffered. ‘The new experiment provided for the appoint- 
ment of jute co-operatives as agents for the Government’s Jute 
Board and financed by the National Bank of Pakistan. Nineteen 
societies operated in 1949-50 and their number increased to sixty- 
four in 1954-5. ‘The societies were apparently in a very sound 
condition as Hindu traders had become less active after the trade 
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deadlock and were not able to recover their former importance 
even after commercial relations were restored in 1951. 

On the whole, the condition of the co-operatives in the province 
is weak. With the eclipse of the money-lender, the agriculturist 
has been left with few facilities. He has generally been reduced to 
two expedients: (i) sale of portions of his holding, (ii) mortgage of 
a portion of his holding in complete usufructuary mortgage. The 
latter involves the transfer of the use of land to the creditor for a 
specified number of years (not exceeding twenty years), after 
which the land is returned to the owner free from all encum- 
brances. In most cases, the debtor is retained as a bargadar 
on the mortgaged land on a share-cropper basis and thus the 
mortgagor ordinarily makes an annual profit of 50 per cent. 
whereas the debtor obtains satisfaction of his loan at an annual rate 
of one-fifteenth or one-twentieth only. Even so, less than one- 
tenth of the transfer of land in the province is reported to be 
under such mortgages, the rest being sold outright. This is 
despite the fact that almost 100,000 transfers under usufructuary 
mortgages may be recorded each year. The credit situation in the 
province would thus appear to be very serious. Indeed, the need 
for credit either exposes the cultivators to exploitation or reduces 
them gradually to the status of landless labourers. 


2. WEST PAKISTAN 

In West Pakistan, the former province of the Punjab is the only 
area where an inquiry into rural credit conditions has been con- 
ducted after Partition.1 It indicates that about 36 per cent. of all 
families are in debt, the average per indebted family being Rs. 414. 
The burden of debt is higher in districts where refugees have been 
predominantly settled and over 67 per cent. of the debt was in- 
curred in the first two and a half years after Partition. Other 
factors which account for variations in the level of indebtedness 
are (a) the degree of security, (b) the size of holdings, (c) the 
natural characteristics of the tract. Owner-tenants (i.e. land- 
owners who also take up more land on a tenancy basis), were the 


1 Board of Economic Inquiry, Punjab (Pakistan): Report on the Need and 
Supply of Credit in the Rural Areas of the Punjab (Inquiry conducted by 
Hassan Ali Syed), Publication No. 101, Lahore, 1957. The Agricultural Enquiry 
Committee referred to the data in this Report in these terms: ‘It may not be 
very accurate, but it is the only scientific attempt to examine the problem as it 
exists after Partition.’ 
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most heavily indebted, followed by non-occupancy tenants, 
proprietors, occupancy tenants, and labourers, in that order. 
The last mentioned were least involved due to their inability to 
offer collateral. As much as 28-2 per cent. of the debt was in- 
curred for domestic expenses, followed by purchase of cattle 
(21 per cent.), social ceremonies (15-6 per cent.), trade purposes 
(13 per cent.), while land improvement accounted for only 1-3 
per cent. Relatives and friends provided 63 per cent. of the 
funds while zamindars contributed 16-9 per cent., and co-operative 
societies, 13:2 per cent. Shopkeepers and money-lenders provided 
2°5 per cent. and 1-3 per cent. respectively, while faccavi loans 
contributed 2-9 per cent. of the funds. 

The lack of importance of co-operative credit in the Punjab, 
as revealed in the above inquiry, is significant, for the province 
has been often characterized as the ‘home of co-operation’ in the 
sub-continent. In fact, the movement has touched only 2:9 
per cent. of the total population. There has been an increase in the 
number and activities of multi-purpose societies, including 
purchase-sale societies. The addition of sale of crops to the 
functions of a credit society has the distinct advantage of reducing 
risk and expense of collection of interest and principal due on 
loans granted the members. Many of these societies were quickly 
organized in the mandi-towns after Partition to save the marketing 
organization of the province from collapse. Co-operative farming 
societies have also been organized, mainly for cultivation of 
evacuee lands. As for the purely credit sector of the movement, a 
sharp increase in the working funds of the central financing 
institutions (viz. Provincial and Central Co-operative Banks) is 
apparent, mainly caused by an increase in deposits from in- 
dividuals, whereas deposits from the primary co-operatives have 
remained more or less stationary. Advances to individuals have 
increased approximately five-fold while advances to the primary 
co-operative have actually declined. There has been a decline in 
membership, in advances, and working capital of the primary 
societies between 1946-9 and 1949-50, indicating that the emigra- 
tion of non-Muslims affected the business of the societies ad- 
versely at a time when the central financing institutions were 
entering into a prosperous period, largely through commercial 
operations. 

No mention has been made in these statistics of Land Mortgage 
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Banks, although Punjab inaugurated the first institution of this 
type in the sub-continent in 1920. At the time of Partition, there 
were seven banks with a total working capital of only Rs. 235,000 
and a membership of 2,613 individual and 176 societies. Most of 
them are now under voluntary liquidation or in a moribund 
condition and engaged solely in the collection of old- advances. 
This failure is disturbing for many reasons and vividly illustrates 
the handicap under which the co-operatives on the whole suffer. 
Thus, the alleged indulgence of Directors in granting loans to 
themselves and their associates is reported to have resulted in 
laxity and fraud; loans were granted against the security of land 
values which in the event proved to be artificially inflated; there 
were delays in the granting of loans and rigidity in procedures for 
their collection. Rates of interest (maximum 104 per cent.) were 
regarded as high, especially when a major share of the loans were 
not approved for land-improvements but the repayment of an- 
cestral debts. 

The credit situation in the former province of Sind is closely 
related to the land-tenure situation in the province. Agricultural 
land, as indicated in Chapter VI, is generally owned by zamindars 
and cultivated by haris who have few rights in the land, and 
therefore have little security to offer to any external credit agency. 
The hari is therefore entirely dependent on the zamindar for 
credit. In most cases, he borrows at the start of the season, 
expecting to repay the amount from his own share of the produce 
at harvest. 

The zamindar in turn may borrow. ‘The most common source 
of funds is the dealer or processor of cotton. As noted earlier, 
the zamindar may enter into a forward contract for the supply 
of his kapas and receive a percentage of the agreed price as an 
advance. 

The land-tenure situation is apparently a major factor in 
retarding the growth of the co-operative movement (initiated in 
1918) since it limits the scope almost entirely to a very small section 
of the population, namely the zamindars. ‘The membership 
constitutes only 1 per cent. of the total population of the province. 

Major revisions in the co-operative structure were made in 
Sind after 1937. The character of the credit societies was changed 
to multi-purpose and for this purpose, the primary societies 
are being amalgamated into Taluka Banks, organized somewhat on 
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lines similar to the Crédit Agricole of Egypt. It is felt that zam- 
indars do not require the services of village societies and can 
approach the Taluka Banks directly. The Taluka Banks are 
organized to supply credit, both in cash and in kind, to market the 
zamindar’s produce, and to supply him with improved means of 
production. They have not as yet been able to carry out these 
multifarious functions and have concentrated on credit, largely 
due to shortage of technical personnel. For the same reason, only 
sixteen Taluka Banks were functioning in 1955, although there 
are sixty Talukas in the province. However, there are in addition, 
five zamindari Banks in the Province which differ from the Taluka 
Banks in that they provided funds only to zamindars paying Rs. 
1,000 in land revenue and above. Largely due to the unusually 
advantageous conditions relating to collection of their loans and 
security for the same (land mortgage), the Taluka Banks have a past 
record of 95 per cent. repayment on advances. However, there are 
serious complaints from landowners that the existing facilities 
are insufficient and membership is forcibly restricted. It is 
recognized that a number of agriculturists who have good credit 
standing cannot be accommodated due to limitation of funds. 

The source of finance in the North-West Frontier appears to 
depend to an extent on the crop cultivated. Thus the sugar-grow- 
ers, who cultivate around one-twenty-sixth of the total cultivated 
acreage, obtain their finance from sugar mills now functioning in 
the Frontier, viz. (1) The Premier Sugar Mill, and (2) the Takt- 
Bai-Sugar Mill. It is reported that the two mills compete for the 
raw sugar produced in Mardan, and may therefore be expected to 
give favourable terms to the growers. Similarly, the fruit growers, 
who are generally large operators, obtain finance either directly 
from the Frontier Co-operative Bank or from fruit dealers. In the 
rest of the cultivated area, the need for short-term finance is 
generally met, apart from zamindars, by local money-lenders 
and shopkeepers, who are known to charge around 50 per cent. 
interest. 

Prior to Partition, the co-operative movement, at its higher 
levels, was affiliated with the movement in the Punjab. In 1948, 
the Frontier Industrial Co-operative Bank was re-organized into a 
full-fledged apex institution. It absorbed the central co-operative 
banks which now function as its branch offices. The number of 
branches has increased from seven in 1947 to eleven in 1954. 
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At present, there are certain districts where no commercial 
banks function and the Frontier Bank therefore has to serve both 
members and non-members. As a consequence of the limited 
banking facilities available in the province, the deposits in the 
Frontier Bank have a large percentage of commercial deposits. 
In fact, 70 per cent. of its paid-up share capital is owned by 
individuals and 80 per cent. of the loans advanced in 1951 were to 
private firms and individuals. 

The above description has briefly indicated the scope and 
availability of existing non-institutional and institutional agencies 
operating in the sphere of agricultural credit in different parts of 
the country. Before speculating on the future of these institutions 
it might be useful to touch on the magnitude of the demand for 
agricultural credit in the country today and the extent to which it is 
satisfied by existing agencies. 

It is generally recognized that the need for credit in the rural 
areas has been intensified after Partition. The vast influx of 
millions of agriculturist-refugees in totally destitute conditions 
has sharply increased the need for funds and as the Punjab 
Inquiry indicates, more than 67 per cent. of the total rural debt 
was incurred in the two and a half years following Partition. 
Instances have also been reported by the same Inquiry of tracts 
left unploughed in certain parts of the province because credit for 
purchase of seed, &c., was not available. Again, higher prices of 
agricultural commodities for some time (cash crop prices turned 
sharply downwards after 1952) have in many instances benefited 
the trader and middlemen and perhaps some section of the big 
zamindars, leaving the small proprietors, tenants, and day-labour- 
ers in almost the same situation as before. In any case, the agri- 
culturist’s need for finance (like the need of any businessman) is 
not directly related to his income since he may remain in need of 
immediate funds irrespective of what his income will be at the 
end of the year. 

The need for credit in the rural areas is therefore recognized to 
be intense and only insufficiently served through existing agencies. 
The facilities provided by the now virtually defunct agency of the 
professional money-lender have not as yet been replaced. The 
recent introduction of land-tenure reforms has tended to inhibit 
the zamindar as a source of credit. Meanwhile, education and the 
work of extension service agents open up new vistas for the 
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agriculturists: the functional credit needs of the agriculturists for 
both normal agricultural operations and for agricultural develop- 
ment will doubtless rise in future years. 

Various proposals are being considered in the Government 
and State Bank for extending agricultural credit facilities in the 
country. These include schemes for reorganization and ex- 
tension of co-operative societies on a multi-purpose basis and the 
organization of an agricultural bank on orthodox commercial 
banking lines, described later. There is little disagreement on 
the point that theoretically the co-operative is the best agency, 
not merely for provision of credit but as an instrument for in- 
tegrated progress in agriculture. It was earlier noted in this 
chapter that a major factor in the agricultural credit situation is the 
small scale of agricultural enterprise. The co-operative society is 
organized for mutual benefit and a latent element of mutual 
supervision safeguards against improvident expenditure; members 
of the society are well aware of the real needs of the borrower and 
his capacity to repay. 

Despite this, it is debated whether co-operatives provide a really 
adequate and practical solution over any reasonable period of 
time in the conditions prevailing in the country. Almost fifty 
years after the movement was started, its foundations have been 
characterized as ‘disappointingly weak’ and attention drawn ‘to the 
dangers of moving too fast on weak foundations’.1 ‘The movement 
has laboured under certain serious drawbacks. ‘The past emphasis 
on credit to the neglect of other aspects of agriculture has been 
commented upon earlier. Another handicap is said to be the 
official complexion of the movement. The majority of primary 
co-operative societies were organized by Government officials 
who were often interested in number rather than quality. No 
sustained effort appears to have been made to impart the principles 
of co-operation to prospective members before the societies were 
organized. The officials were not always anxious to loosen their 
hold over the societies and in various ways they ensured their 
domination. Too much has depended on the personality of the 
Registrar and the senior officials of the Co-operative Departments 
and not enough on the willing spirit of the people. Indeed, there 
are some who believe that the spirit of co-operativeness has been 
singularly lacking among the agriculturists who are more often 


1 Agricultural Enquiry Committee Report, p. 63. 
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than not sharply divided into factions created by local circum- 
stances or by the disruptive activity of elements in the community, 
such as the money-lender and the meddlesome zamindar. Party 
faction is ‘unfortunately a common trait of many village com- 
munities. The malady is quite widespread and pervades all 
aspects of the lives of the people, (and) interferes with all forms of 
corporate action.’! In these conditions, principles of mutual self- 
help and mutual supervision have not worked well and it has been 
necessary to appoint official inspectors, whose main function is to 
ensure repayment. Apart from the land-tenure situation, legisla- 
tion relating to the recovery of debts from agriculturists has also 
been considered as a factor responsible for the slow progress of the 
co-operative credit movement. Finally, the movement has been 
faced with a continuous shortage of trained personnel: this has 
been aggravated in Pakistan by the emigration of non-Muslim 
supervisors, auditors, and other staff on Partition. Little has been 
done to train new people. Ultimately, though, the problem is one 
of discovering and mobilizing the right leadership for co-operative 
work and of attracting individuals to the movement whose interest 
derives from sincere loyalty to co-operative ideals, rather than 
from a desire to exercise power or obtain unfair advantage. 

It is currently accepted that the co-operative will continue to 
need Government supervision and patronage—(indeed, there is 
no choice in a backward country of largely illiterate agriculturists) 
—but this should not, it is argued, preclude the growth of other 
institutions, also under official auspices or encouragement. 

Such an institution is the Agricultural Bank now being organ- 
ized with an authorized capital of Rs. 200 million (of which 
Rs. 50 million is to be issued initially). It will be owned 51 per 
cent. by the Central Government, the balance being offered to 
Provincial Governments and co-operative societies. Its credit 
facilities are expected to supplement rather than compete with 
existing agencies. In fact, the Bank is envisaged as a vehicle for 
supplying leadership and technical knowledge to rural credit 
institutions, especially the co-operatives. It is also expected to 
assist in the provision of facilities for warehousing, storage and 
marketing of agricultural products. The Bank will initially 
establish 10 offices in each Wing of the country. 


1 Agricultural Enquiry Committee Report, p. 63. 
2 White Paper on the Budget, 1957-8, para. 193. 
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Other suggestions include an extension of the programme of 
government or taccavi loans, with a number of administrative im- 
provements designed to correct acknowledged faults. ‘The Village 
AID areas are to receive specially sympathetic consideration by 
the proposed Agricultural Bank and those responsible for taccavi 
loans. Another suggestion is that various rural agencies be prepared 
to postpone collections or remit part of all loans in cases of natural 
calamities and crop failures, but it wisely concludes that ‘this 
question needs careful study’.4 Clearly such a policy would call 
for very high interest rates or for heavy government subsidies. 
The Plan Draft provides Rs. 95-2 million for extending loans and 
for administrative and training expenses. 

Provision of adequate rural credit on reasonable terms has 
been a problem which has baffled generations of able and public- 
spirited officers and students. Perhaps one of the basic difficulties, 
not specifically mentioned in the Plan is the prevailing illiteracy 
among villagers, and the low level of general knowledge and 
understanding of the literate minority. Elementary schools are 
springing up throughout Pakistan, and the rising generation of 
Pakistanis will include a much higher proportion of cultivators 
who have a basis in literacy and general education which will 
enable them to understand the principles and problems of co- 
operation, and manage rural credit societies much more satis- 
factorily than their fathers. Perhaps they will create a situation 
in which it may truly be said, as it could not in the past, that 
the majority of rural folk are ‘credit-worthy’. 


VII 


STATE AND PRIVATE INDUSTRY 


relationship between State and private enterprise in Pakistan. 
It is not proposed to discuss the merits or drawbacks of 
alternative systems of ownership and management. Since the 


[ is proposed in this chapter to give a brief review of the 


1 FYPD, Ch. 15, para. 68. 
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primary focus in the issue of public versus private enterprise is on 
industry, this aspect is treated in somewhat greater detail. 

The public sector of the economy in Pakistan covers ownership 
and management of assets commonly referred to as ‘social capital’. 
This includes (1) the communications network, (2) power, irriga- 
tion, and other developmental works, (3) social service facilities, 
and (4) defence and other exclusively community-type installa- 
tions, as well as a residual form of ownership in land. 

(1) The State-owned transportation network comprises, first of 
all, the 7,000-mile railway system consisting of two units, the 
North-Western Railway and the East Bengal Railway. Although 
managed as a commercial department of Government,! profits 
made by the railways each year are transferred to the general 
revenues, after making adequate provision for depreciatien and 
development. The railways may in turn receive special allocations 
from the budget for purposes of expansion in addition to the 
authorized expenditures for that purpose out of accumulated 
railway funds. The two railway systems employ about 150,000 
and their salary disbursements exceed Rs. 250 million a year. 
In the past, the railways have been entrusted with considerable 
responsibility in connection with the development of the Port 
of Chittagong and in some areas they operate road-transport 
services to obviate uneconomic competition from private com- 
petitors. The railways also provide large-scale welfare services 
to their employees. 

Construction and maintenance of highways and other roads is a 
responsibility of public bodies at various levels of administration 
and there is a gradual transfer of road transport passenger services 
to government ownership in the western zone of Pakistan. Legis- 
lation to enable governments to nationalize them within five years 
was passed in 1951. Civil aviation was privately operated exclu- 
sively until 1953 though operators were strictly controlled through 
conditions attaching to licences granted for running their services. 
The Central Government organized a public corporation, Pakistan 
International Airlines, in 1953, with a view to subsidizing the 
traffic between the two wings of the country andto connect Pakistan 
with the Middle East and Europe. The Corporation has since 
taken over the only large private airline against compensation to 


1 Under the new Constitution, the management of the railways has been 
transferred from the Central to the two Provincial Governments. 
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shareholders. The mercantile marine is at present privately 
owned, though some government control is exercised under a 
Control of Shipping Act (1950), and other legislation. There is 
no question so far of the private operators being replaced in this 
field, though plans exist for government acquisition and operation 
of new tonnage. The remaining means of transport, mainly 
steamer services on the inland waterways of East Pakistan, remain 
in private hands, though the question of their nationalization may 
be examined, according to the official Statement of Industrial 
Policy, ‘in due course’. Ship-building and ship-repairing facilities 
are being constructed under public auspices. The telecom- 
munications network and the Post Office are entirely Government- 
owned and like the railways are administered separately, on 
commercial lines, as a Posts and ‘Telegraphs Department. 

(2) The group of developmental works comprises the vast 
irrigation system of West Pakistan, as well as a variety of power 
and other related enterprises. Some are multi-purpose projects 
like the Lower Sind Barrage, the Warsak project in the N.W.F.P. 
and the Karnaphuli project in East Bengal. Development and 
colonization of lands previously uncultivated is also under way 
through public corporations like the Thal Development Authority 
in the Punjab. Large power installations, including thermal 
stations, are Government-owned, though there are exceptions 
and Government policy does not exclude private enterprise from 
any sector of power generation except hydro-electric power 
(see Chapter XI). 

(3) A large proportion of the educational institutions, hospitals 
and clinics, and practically all water-supply, sanitary and conser- 
vancy services, and other community services of a local nature are 
owned and operated by the central, provincial or local governments 
and public bodies. These include over 40,000 schools and 110 
colleges and over 2,500 hospitals, dispensaries, and welfare centres 
owned by Government, while many more are subsidized or aided 
by the State. 

(4) Finally, all defence installations, airfields, ports, &c., and 
other exclusively community-type assets are publicly owned. 

The situation is somewhat obscure in the case of land. Techni- 
cally, all land is said to belong to the State. This legal concept 
is the basis for the collection of land revenue. However, except 
for a certain part of the land area, mostly waste land and forests, 
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which is truly publicly owned, about 80 per cent. of the total 
cultivated land is under private ownership or on conditions of 
occupancy amounting to ownership. There is a trend towards 
state acquisition of rent receiving rights in land where private 
ownership has led to unsatisfactory social conditions, as under 
the Bengal Abolition of Zamindari Rights and Tenancy Reform 
Act of 1950.1 The cultivator, however, continues to possess 
heritable and transferable rights (though not the right to sub-let) 
in the land, since the primary purpose of the legislation is to 
rationalize the complex system of rent payments by making the 
provincial government the sole collector. On the other hand, 
crown-lands brought under irrigation in West Pakistan are sold 
to private or co-operative occupants who cultivate the land under 
conditions laid down under existing legislation concerning the 
land. Some of the developed land may, however, be let out on 
rent to ‘crown tenants’. This is mostly done with a view to 
accommodating cultivators unable to purchase the land outright. 
Meanwhile, private ownership or occupancy rights are being 
continually modified by State legislation, designed to restrict 
private rights in order to achieve certain overriding social objec- 
tives. 

In the industrial sphere, Government is committed under its 
Industrial Policy to public ownership in three groups of industries: 


(a) Arms and munitions of war 

(5) Generation of hydroelectric power 

(c) Manufacture and operation of railway, telephone, telegraph, and 
wireless equipment. 


Even here, however, there has been a disposition to enter into 
agreements with foreign firms with respect to the manufacture of 
equipment (e.g. the telephone factory at Haripur in the former 
N.W.F.P.), in view of the lack of technical skills in Pakistan at 
present. 

Except in the fields noted above, the policy of Government is 
to leave scope for private enterprise, with two reservations, as 
follows: 


_(a) Government reserve their right to take over or participate in 
any industry vital to the security or well-being of the State. 


1 Cf. Chapter VI, ‘Land Tenure’. 
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(b) Government might find it necessary in the national interest, 
in the event of private capital not forthcoming in adequate 
measure for the development of any particular industry of 
national importance, to set up a limited number of standard units 
more as a means of attracting private enterprise than for any 
other object. 


The first condition reserves to the Government power to act in 
a time of emergency. The second has more immediate significance 
and action has proceeded under this provision through the Pakistan 
Industrial Development Corporation (PIDC). The Corporation 
was organized in 1952 and charged with the responsibility of 
undertaking industrial projects which the Central Government con- 
sidered essential in the national interest, and which had hitherto 
not sufficiently attracted private capital. To start with, jute 
manufacture, paper, fertilizer, heavy engineering, heavy chemi- 
cals, and ship-building were indicated as the industries to be 
developed by PIDC, but the list has since been increased and 
now includes cement, sugar, cotton and woollen textiles, pharma- 
ceuticals, iron and steel, &c. 

It appears necessary to describe in some detail the procedures 
of the Industrial Development Corporation as a means of clari- 
fying the philosophy of Government in regard to the relationship 
of the State to private enterprise in industry. The corporation is 
provided with a nominal capital of Rs. 10 million only. Its 
projects are developed through satellite organizations established 
for the purpose, if necessary. The capital required for each 
project is normally offered for private subscription with the 
Central Government providing any amounts remaining un- 
subscribed. In practice, no offer of shares has been made in the 
market at the outset, but after a project has been developed to the 
stage of operations, private participation is procured either 
through a public issue of shares or by partnership or other sharing 
arrangements negotiated with business groups. In some projects 
PIDC has provided only the foreign exchange component of 
investment, local expenditures being made by the private pro- 
moters. In other cases it has agreed to meet a fixed part of the 
investment, the excess being taken up by private capital, or its 
interest has been confined to making available various facilities to 
private investors. This flexible method of financing and organiz- 
ing essential projects has helped in achieving a rapid pace of 


| 
} 
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industrialization, without entailing undue infringement upon the 
freedom of private enterprise.? 

A pattern of joint ownership and management is being built over 
a steadily-growing field. The first important institution of this 
kind was the central bank of the country, the Rs. 30-million State 
Bank of Pakistan, 49 per cent. of the capital of which was sub- 
scribed by the public. Next came the Rs. 30-million Pakistan 
Industrial Finance Corporation for meeting the medium-term 
and long-term capital needs of industry. In 1949 the National 
Bank of Pakistan, a quasi-commercial banking institution, was 
established with 25 per cent. of its capital held by the State. 
Several other specialized financial institutions have since been 
established with public funds for providing long-term credit 
for housing, agricultural improvements, and small-scale industry. 
All these institutions are run on commercial lines, with many 
businessmen on the boards of management and with little or 
no permanent interference in their day-to-day activity, as the 
State confines itself to policy control. Other bodies have been set 
up from time to time and financed almost entirely by means of 
private capital, to act as agents of Government for purchase 
of food-grains and for distribution of imported cloth and other 
necessities of life in the various provinces. 

Where ownership and management in the rest of the economy 
has been left to private enterprise, foreign capital, seeking in- 
vestment from a purely industrial and economic objective, and 
not claiming special privileges, is welcomed on equal terms 
and accorded ‘national treatment’. The policy laid down in 
April 1948 had provided for participation of indigenous capital 
up to 51 per cent. in the case of thirteen industries? and 30 per 

1A somewhat different conclusion is reached by Dean Edward S. Mason 
(op. cit., Ch. I, p. 70, footnote 2): “There is no doubt that public industrializ- 
ation has been, to some extent, at the expense of private industrialization. 
The PIDC enterprises have absorbed capital that might have gone into 
private undertakings and... the Corporation has taken over a large share 
of the foreign exchange that would otherwise have been available to private 
enterprise. ‘There is some indication that the PIDC investment programme 
is overly ambitious . . . but PIDC industrialization has been much more 


rapid than would have been achieved under the private entrepreneurship 
existing in Pakistan, and it is clearly in the right direction.’ (Italics supplied.) 

2 The thirteen were: cement, coal, cotton spinning and weaving, fish canning, 
fish oils, glass and ceramics, heavy chemicals and dyestuffs, minerals, preserved 
and prepared food, power alcohol, ship-building, sugar and tanning, and leather 
(Statement of Industrial Policy, April 1948). 


M 
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cent. in the rest. A new policy announced in November 1954 
reduced the requirement for local participation to 40 per cent. 
in a long list of ‘approved’ industries.1 It was provided that if 
Government were satisfied that the requisite amount of indigenous 
capital is not forthcoming, the balance might, with their approval, 
be subscribed by foreign investors . . . (and)... ‘the intention 
is to give such decisions quickly and liberally where it is clear 
that Pakistan capital had every opportunity to subscribe and 
has failed to do so’.2 An assurance was given in the original 
statement that Government would allow ‘facilities for the remit- 
tance of a reasonable proportion of profits to countries from which 
capital is drawn’ and the phrase ‘reasonable proportion’ was 
clarified in the supplementary statement as ‘the intention . . . to 
place no restrictions on such remittances, other than those of 
general application arising from foreign exchange limitations and 
policy to which such remittances are subject everywhere’. ‘The 
revised policy extended the foreign exchange assurance to repatri- 
ation of capital invested in approved industries after 1st Septem- 
ber 1954 to the extent of original investment to the country from 
which the investment originated. Profits ploughed back with 
Government approval would also be treated as investment for 
purposes of repatriation, as also the appreciation of any capital 
investment under the above. The revised policy reiterated that 
‘if any undertaking is nationalized, just and equitable compensa- 
tion would be paid to the dispossessed owners and would be 
freely remittable to the country of residence of the foreign owners 
concerned’. 


1 To start with, the twenty-seven industries mentioned in the Schedule to 
the Development of Industries (Federal Control) Act, 1949, were declared 
approved industries for this purpose; they were: 

Arms and munitions of war, cement and cement products, edible oils, 
hydrogenated or otherwise, electrical communications and _ broadcasting 
equipment, electricity including hydroelectric power, electrical equipment, 
appliances and goods, glass and ceramics, heavy chemicals, iron and steel, 
machine tools, precision tools, gauges and workshop equipment, manufactures 
of heavy engineering industry, minerals, including coal and salt, non-ferrous 
metals and alloy manufactures, paper, cardboard and pulp, petroleum and 
mineral oils, pharmaceuticals, drugs and light chemicals, power and industrial 
alcohol, preserved and prepared foods, products of carbonization industry, 
rubber manufactures, scientific and mathematical equipment, sea fish and 
products thereof, ships, barges, river boats and lighters, sugar, tanned leather | 
and leather goods, textiles—cotton, woollen, jute, silk and rayon, and tobacco. 


2 Supplementary Statement of Industrial Policy, September 1948. | | 
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While a wide sector of the economy has been left to private 
enterprise, provision exists for a certain amount of State control 
and supervision, consistent with such policy objectives as defence 
strategy, industrial location, social welfare, and latterly, with over- 
all economic planning. ‘Twenty-seven major industries, listed in 
footnote 1 on the preceding page, are subject to planning by the 
Central Government, though the scope of Government interven- 
tion is confined to the allocation of industrial units to provinces, 
the location of such units within the province being undertaken 
in consultation with appropriate authorities of that province. 
Government is also responsible for the allocation of materials in 
short supply and for ensuring that employment of labour is 
according to fair labour standards, especially in matters of hours 
of work, wages, conditions of work, and employment. Control 
over capital issues is exercised for private subscriptions of Rs. 
100,000 and above. Finally, the Government insists on all enter- 
prises reporting statistical information regarding their activities. 
The requirement regarding statistical information has been 
established policy for a long time. 

Every possible assistance and facility has been provided for 
industrial development through the survey and exploitation of 
mineral resources, the development of electric power, improve- 
ment of ports and roads and through increasing the quantity 
and improving the quality of agricultural raw materials required 
for industry, assisting in the procurement of machinery from 
abroad, and promoting scientific and industrial research. Other 
state services include the provision of facilities for technical 
education and training, both within Pakistan and abroad, the 
establishment of financing agencies for industrial enterprises, 
the building up of Trading Estates adequately served with com- 
munications, power and with factory buildings, for lease to private 
enterprise. Fiscal policies in this connexion call for tariff pro- 
tection in carefully justified cases and for liberal tax incentives 
to industry—particularly new industry. 

In relation to planning, there has been a distinct evolution of 
relations. To start with, the Six Year Development Plan in- 
augurated in 1950 as a part of the Colombo Plan was a collection 
of projects and its targets apparently consisted of a statement of 
intentions and possibilities. With the Two Year Priority Plan 
launched in 1952, the emphasis changed and there was at least 
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an implicit undertaking that specific projects included in it would 
be executed by Government in association with private enterprise, 
if possible, and without private enterprise if necessary. The 
Five Year Plan Draft issued in May 1956 and covering the five- 
year period ending 1960 carries this emphasis further. While 
nearly two-thirds of the monetary expenditure under the Plan 
is to be undertaken by Government, this is explained by the fact 
that a large proportion ‘is required for the provision of social 
overhead capital and services’ and in the case of industry is 
directed to sectors where ‘private enterprise is not attracted 
because of their technical complexity, high capital requirements 
or relatively low profitability . . . (and in) some geographical areas 
... for lack of facilities’. For the rest, it is recognised that ‘private 
enterprise has to play an important role in implementing the Plan’. 

An examination of the public sector of the economy at the 
present time suggests that it has been limited to fields wherein 
State operation or intervention is acceptable in most countries of 
the world. Public utilities and monopolies, for instance, are State- 
owned or controlled in many countries. Conditions peculiar to 
Pakistan have contributed to State ownership in the case of road 
transport where private service has often been costly and inefficient 
and in electricity undertakings owing to the evacuation of previous 
owners after Partition. As regards the industries reserved by 
Government, there can be little argument. Hydroelectric power 
development has become, in recent times, a multi-purpose type 
of enterprise, only some aspects of which can be productive in 
the normal commercial sense. Such ‘resource development’ 
cannot be successfully operated by private enterprise, even if it 
is not discouraged by the huge capital investments, the long 
preliminary surveys of a highly technical nature and the great 
time-lag before any returns accrue. Similar considerations apply 
to the execution of vast irrigation-cum-colonization projects and 
to the construction of basic facilities for economic development. 

There is little conflict or resentment in Pakistan on the part 
of private industry toward the Government as has often been 
evident in some western countries. This is partially because 
Government has accepted, in all good faith, the principle that 
private enterprise is essential to economic progress. Moreover, 
there is an identity of interests, for both Government and private 
enterprise, each in its own field, is faced with the same problems: 
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a lack of trained and experienced technical and managerial 
personnel and the inadequacy of ancillary services on which 
industry depends. Any effort made by either reacts favourably 
on the efforts of the other. Finally, the Government is for the 
first time in two centuries a national Government, and can draw 
on an enormous fund of goodwill and confidence. Of course, the 
habits of trust are not as complete as they might be, for there 
is an inheritance of distrust of a Government that, however 
honest and efficient, was not of the people. 

In summary, the policy of the Government and people of 
Pakistan with regard to the respective roles of the State and 
private enterprise is singularly free from dogmatic commitments 
based on ideological considerations. There is an overwhelming 
desire to improve standards of living while developing a more 
balanced economy and for attaining these ends there is no pre- 
judice against adopting whatever means may be best suited to the 
conditions of the country. Both Government and private enter- 
‘prise may act together, the former intervening directly only if the 
latter is ineffective or is clearly unmindful of its social obligations.+ 
Meanwhile the State does all it can to render private enterprise 
effective by concentrating on the provision of financial institutions, 
public utilities, and other facilities designed to encourage and 
assist the entrepreneur. 


1 This is clearly pointed out by the drafters of the Five Year Plan: ‘Private 
enterprise, if it is to maintain its place in our economic system, must recognize 
the need to check extravagant living, exploitation of shortages, and monopoly 
and unscrupulous methods of business.... We believe that private enterprise 
can make a great contribution to rapid economic development in a democratic 
society provided those in authority act with due regard to their social res- 
ponsibilities. If these responsibilities are disregarded, a growing and justified 
movement for transferring authority to public hands must be expected.’ (Ch. 5, 
paras. 8-9.) 
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IX 


LARGE-SCALE INDUSTRY 


its relative backwardness in large-scale industry at the time 

of Partition, and remarkable progress registered since that 
time. The first part of this chapter attempts to analyse the 
reasons for the preceding lack and the subsequent growth of 
organized industry; the second part records the facts of industrial 
expansion and the concluding section discusses the contribution, 
in aggregative terms, of industrialization to the economy. 

While the country possessed considerable resources in raw 
materials, such as jute, bamboo, cotton, oilseeds, and hides and 
skins, there was little domestic capacity for processing them in 
1947. Such organised industry as existed consisted, with a few 
exceptions,” of small factories for processing raw materials for 
export (e.g. 307 cotton ginning factories, 450 jute baling presses 
and 115 tea factories), or for converting food crops into 
consumable form (e.g. 40 flour mills, 219 rice mills, 130 large 
oil-seed crushing plants, &c.) Other factories included a few 
light engineering works, such as ore smelting, rolling mills, iron 
foundries, repair shops, and printing establishments, found in 
various parts of the country. 

The reasons for the relative lack of industry reach back into 
the past century. The foundations of industry in India were laid, 
for the most part, by foreign elements who settled around the 
great ports. The area now in West Pakistan did not have a 
sufficiently important port until this century, as it was largely 
arid and undeveloped until recently, while the East Bengal area 
was served by Calcutta. The native entrepreneurial class that built 


Ane assessment of Pakistan’s economy must take account of 


1 “The rate of progress recorded in the past few years would compare favour- 
ably with the highest achieved in the history of industrialization in any country.’ 
CHYPD, Ch..20, para.'3:) 

2 'The exceptions would include several cotton textile mills, cement and sugar 
factories, a large shoe factory, and one electric steel-smelting furnace. This 
excludes such para-industrial units as railway workshops, power stations, &c. 
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light industry in the sub-continent was largely composed of 
Parsees and later of Marwaris, only a few of whom lived in what 
is now Pakistan. As both native and foreign enterprise expanded 
into the interior, factories were built around coal, iron, and other 
fuel resources which were not found in large quantities in the 
areas now in Pakistan. There may also have been some element 
of official neglect; Government policy was content to develop 
the north-west region as a supplier of agricultural products and a 
recruiting-ground for the armed forces, while eastern Bengal 
was thrown into the background by the coal and iron resources 
of the area immediately to its west. East Bengal therefore served 
chiefly as a raw material supplier to Calcutta’s giant jute industry. 

With independence, a drive for industrialization started in 
the Muslim-majority areas. Despite grave initial problems, a 
broad-based Industries Conference was convened in December 
1947 to formulate an Industrial Policy.1 Recognizing the pre- 
dominantly agricultural character of the economy, the policy was 
laid down that Pakistan would seek, in the first place, to manu- 
facture in its own territories the products of its raw materials for 
which there was an assured market, whether at home or abroad. 
The heavy industries would come at a later stage of the industrial 
programme, but efforts would be made from the outset to develop 
consumer goods industries for which Pakistan is at present 
dependent on outside sources. At the same time, Government 
would forego ‘no opportunity . . . to develop any heavy industry 
which is considered essential for the development of a balanced 
economy’. 

The scope of State ownership and control, on the one hand, 
and the range of public assistance to private enterprise, on the 
other, were clearly defined together with the policy toward foreign 
investments.” By concentrating on the basic facilities like com- 
munications, power, survey of resources, credit institutions, tech- 
nical education, research, &c., and through raising productivity 
in agriculture so as to provide industry with economically-priced 
raw materials, Government has also built a broad and sound basis 
for industrial development. 

Under the Government of India Act, 1935, industrial devel- 
opment was a provincial subject, but this arrangement was 


1 Statement of Industrial Policy, Government of Pakistan, April 1948, 
2 Cf. Chapter VIII. 
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considered inherently defective and unsuitable to the requirements 
of an industrially under-developed state. Considerations of fiscal 
policy, industrial location, and problems of procuring and allocat- 
ing materials and machinery in short supply suggested the need for 
centralization of control. Subsequently a ‘Development of Indus- 
tries ““Federal Control” Act of 1949’ was enacted, with a view to 
implementing the policies briefly described above. Twenty-seven 
industries were made subject to central control and planning. 
The rules framed under the Act require every industrial unit of 
any importance to provide full information on ownership, per- 
sonnel, stores manufactured, power, fuel and raw materials used, 
machinery installed, quality and prices charged for products, &c. 
Written permission has to be obtained before an existing under- 
taking can be extended or a new one established. Permission 
granted may contain such conditions as to location of the under- 
taking and the minimum standards in respect of quality of raw | 
materials and products, size, and equipment as Government 
may deem fit to impose. 

Action has proceeded under the Statement of Industrial Policy 
on a number of fronts. Some of it is indicated in other chapters 
(e.g. Power in Chapter VII). It is proposed to discuss here the 
assistance provided in the several other fields, such as import 
policy, taxes and tariffs, industrial finance, technical personnel, 
trading estates, &c. | 


1 The list of industries is given in Chapter VIII. Under the new Constitution, 
it was provided that the following industries would be on the Federal list: 
(1) Industries connected with Defence; (2) Nuclear energy and mineral resources 
required for its production; (3) Arms, firearms, ammunition and explosives; 
(4) Fishing and fisheries outside territorial waters; (5) Industries owned wholly 
or partially by the Federation, or by a Corporation set up by the Federation; 
and (6) Mineral oil and natural gas. It was subsequently decided that industries 
connected with Defence would include: (a) the making of iron and steel; (0) 
ship-building; (c) antibiotics, sulpha drugs and anti-T.B. vaccines. At an 
official Pakistan Industries Conference in November 1956, it was decided that 
‘economic planning’ by the Centre in respect of industry would consist of: (a) 
the fixation of targets and priorities, and (b) the planning of production and 
the prescription of standards for export. The Provincial Governments would 
be responsible, in respect of industries under their control, for determining 
the economic size of industrial units, their allotment and location. It was also 
agreed that legislation undertaken by the Centre and Provinces in regard to 
industries within their respective fields would be on the same pattern, subject 
to inevitable changes reflecting local conditions. (Vide Background Note No. 14, 
Embassy of Pakistan, Washington, March 1957.) 
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Import Restrictions 


While the use of import policy for promoting industrial develop- 
ment was not deliberately undertaken by Government in the 
earlier years, it was to become later the most powerful factor in 
the rapid growth of industry. With the inauguration of a restric- 
tive import policy due to foreign exchange difficulties, in August 
1952, a powerful impetus was afforded to domestic industry. 
Scarcity of imported consumer goods led to rising prices and high 
profit-margins: simultaneously, allotments of scarce foreign ex- 
change were reserved for investment goods. Between 1951-2 and 
1954-5 the proportion of all private account imports directed to 
capital goods, industrial raw materials and spare-parts, changed 
from 53:1 to 75:4 per cent.1 The curtailment of imports also led 
to accumulation of unused capital in the hands of importers and 
this was certainly a major factor in the growth of investment in 
the cotton textile industry by erstwhile cloth and yarn importers, 
and in the rapid rise of investment in the stock exchange.? 


Tax and Tariff Policy 


From the outset, tax policies were designed to stimulate 
investment in industry. Chapter XVIII gives some discussion of 
tax incentives, which include provisions for a quick write-off 
of original investment, exempt profits of new undertakings from 
direct taxes for a number of years and up to a certain proportion 
of profits earned, and make investments in approved projects tax- 
free up to certain percentages of personal income. By enabling 
industrialists to recapture their investments quickly, stimulating 
re-investment of large tax-free funds in expansion, it helps the 
process of ploughing back of profits of initial investments into 
larger enterprises. ° 

Again, fiscal assistance to industry has been extended in the 

1 FYPD, Ch. 20, para. 79. 


2 However, the restrictive import policy was not without its drawbacks, as 
‘the stringency of exchange . . . has meant that many investment plans have 
had to be postponed or shelved because licences for plant and equipment could 
not be granted . . . It has not been possible to import all the raw materials 
which have been needed to operate existing plants at full capacity. This has 
resulted in a great deal of inefficiency in production, with plant and machinery 
less than fully used, extra costs for frequent stopping and starting and other 
effects contributing to low volume and high cost production. This situation 
has not been favourable to further investment in certain fields’ (ibid., para. 81). 


3 Ibid., para. 74. 
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sphere of tariffs. In pursuance of their declared policy of giving 
favourable consideration to claims for a reasonable measure of 
protection for industries established in the country, a Tariff 
Commission was appointed in April 1950 under the Protective 
Duties Act of 1950. In examining claims for protection or other 
forms of assistance, the Commission was required to investigate 
whether the ‘industry was established on sound lines and con- 
ducted with reasonable efficiency’. ‘Two alternative criteria were to 
be used: firstly, whether ‘having regard to natural advantages, the 
industry was likely to dispense with the necessity of protection 
or other assistance’ during which the additional cost to the 
consumer or charge on the exchequer would not be excessive. 
Secondly, protection or other assistance was to be granted even 
otherwise if an industry was ‘essential to the security or economy 


of Pakistan’. In making these recommendations, the Commission — 


was required to give “due consideration to the interests of con- 
sumer industries making use of articles in respect of which 
protection or assistance was given’. It was also required to 
examine, in each case, whether the protection to any industry 
by means of tariffs was not inconsistent with any treaty obligations 
undertaken by Government. 

By the end of 1956, some degree of protection or assistance 
was granted to thirty-three industries,” ordinarily for a period of 
two to three years, after which the cases were to be reviewed. The 
assistance provided to industries, apart from protection, has in- 
cluded the lifting of import duty on raw materials or the granting 
of rebate on imported raw materials, placing of competing foreign 

1 Such obligations mainly arose out of Pakistan’s adherence to the General 
Agreement on Trade and Tariffs (GATT). As an original signatory of the 
Havana Charter, Pakistan participated in the negotiations for the reduction 
of tariffs. It has also participated in the successive rounds of negotiations 
periodically conducted on a selective product-by-product basis among signa- 
tories of GATT. GATT obligations also include the freezing of revenue 
import duties on certain articles at the existing levels. 

2 1. Grinding wheels, 2. lathes, 3. paint, colour, and varnish, 4. bidis (native 
cigarettes made out of lower quality tobacco), 5. industrial-type power switch 
boards, 6. electric fans, 7. hurricane lanterns, 8. motor-car and cycle pumps, 
g. leather footwear, 10. steel re-rolling, 11. umbrellas, 12. macaroni, spaghetti, 
and vermicelli, 13. fruit preserving, 14. sodium silicate, 15. locks, 16. steel 
castings, 17. matches, 18. wire netting, 19. washing soaps, 20. toilet soaps, 21. 
cycle tyre and tube industry, 22. diesel oil engines, 23. battery and battery 
plates, 24. iron safes and almirahs, 25. canvas shoes, 26. plastics, 27. brush 
manufactures, 28. electric lamps, 29. fire-bricks, 30. pulleys, 31. beer, 32. boot- 
polish, 33. starch. 
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goods on licensable list with low monetary ceilings, placing of 
raw materials on the Open General Licence (the O.G.L. was, 
however, suspended as from November 1952), the affording of 
technical assistance through government agencies for quality- 
improvements in products, survey and exploration in tracts 
where occurrences of certain raw materials needed by the specific 
industry were reported, and government patronage through 
price preference. In assessing the work of the Tariff Commission 
the Planning Board states that: ‘it has undoubtedly assisted some 
manufactures by raising local market prices, but the competition 
of imports has clearly been affected much more strongly by the 
strict control of imports imposed not for protection but for 
balance of payments reasons.’4 


Industrial Finance 


The problem of industrial finance is also crucial to industrial 
development in Pakistan. Industrial needs for short-term finance 
were provided rather satisfactorily by commercial banks, at least 
to the few large and well-established industrial concerns before 
Partition, though there were complaints that the banks treated 
their ‘trade’ clients preferentially. There was a sharp contraction 
in the lending activities of the banks immediately after Partition. 
There has apparently been a more satisfactory provision of short- 
term finance for industry with the establishment of the State 
Bank of Pakistan and the growth of Pakistani enterprise in the 
banking field. Table XVIII provides a classification of advances 
made by the scheduled banks to industry since June 1950. It indi- 
cates a steady increase in industrial loans, particularly to cotton 
textile, engineering and leather industries, and especially by 
Pakistani banks, which account for 60 to 65 per cent. of all indus- 
trial credits. If complaints persist, the reason is partly that even 
working capital in industry may partake of the nature of long-term 
credit to the extent that it is meant to finance the continuous 
holding of minimum stocks of materials; the commercial banks, 
operating as they do mainly with demand deposits, would then 
hesitate to commit their funds for this purpose beyond certain 
levels.? 


a FYPD, para. 77. 


2 'The Planning Board indicates, however, that some commercial banks have 
provided ‘credit for the purchase of machinery and other assets on a restricted 
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As for medium-term and long-term financing, the general 
practice in pre-Partition times was to subscribe capital in indivi- 
dual and/or joint stock enterprise, often run by managing agents. 
Generally speaking, Muslims have had little industrial experience, 
although some have accumulated considerable capital in commer- 
cial pursuits. This preference for commercial enterprise also 
derives from the opportunities for quick and substantial profits 
offered by a period of shortages and controls during the war and 
post-Partition years. On the other hand, the returns from in- 
dustry could not be as prompt and would probably not be as great. 
Again, modern industry often needs large blocks of capital which 
can most appropriately be mobilized through joint-stock enter- 
prise. Many Pakistani financiers have a strongly individualistic 
(or family) bias and generally do not desire to undertake enter- 
prises except on a proprietorship, or at best, on a partnership 
basis. However, as noted earlier, the situation was changed to 
some extent by the restriction of imports which deprived the 
trading classes of the opportunity of investing capital in their 
trading activities, causing many to make substantial industrial 
development investments instead. 

In their desire to provide improved facilities for long-term 
financing, the central government have taken steps to establish 
certain institutions dealing with industrial credit.? 

The first step toward organizing a long-term capital market 
for industry was taken in March 1949 when a Stock Exchange 
was established at Karachi with the active encouragement of 


scale to favoured customers’. It attributes their ‘inability to meet industrial 
credit requirements fully’ to various reasons such as ‘inadequacy of funds, 
lack of sufficient interest in local industries, lack of drive and enterprise, leading 
to caution and conservatism, or inadequacy of organization’. FYPD, ch. ro. 


1The managing-agency is an institution peculiar to the sub-continent. 
It is generally a well-established management firm, the support of which is 
necessary for obtaining funds from banks and investors. For rendering such 
services, it is given control over the day-to-day administration of the concern, 
and receives strong representation on the board of directors, together with a 
commission generally calculated as a minimum percentage of profit or a flat- 
sum payment or both. 


2 Some assistance was made available soon after Partition under the ‘State 
Aid to Industry’ legislation already in effect in the provinces, e.g. to sugar 
factories in the North-west Frontier Province and the cement industry in 
East Pakistan—help being in the form of loans. But in view of budgetary 
difficulties and departmental procedures, such assistance could not be very 
effective. 
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Government and the State Bank (see Chapter XXII). In 1949 an 
Industrial Finance Corporation (hereinafter referred to as the IFC) | 
was set up with an issued and paid-up capital of Rs. 20 million, | 
of which 51 per cent. was subscribed by Government and the | 
remainder by institutional investors. The IFC started operations | 
in July 1949, and by the end of 1956 the total assistance granted | 
by way of loans, underwriting agreements, and guarantees | 
amounted to Rs. 108 million. | 

Its assistance has been described by the Plan Draft as mar- 
ginal in volume but substantial in effect.1 Table XIX provides 


Table XIX 


ESTIMATES OF CAPITAL INVESTED IN PAKISTAN INDUSTRIES UP TO 30TH JUNE 1955 
(millions of rupees) 


—— | | ee 


bel Total re Advan- | 
1xe Agnes (2) as orking | ces of | (5) as i 
Type capital He per cent | capital | commer-| per cent | 
invested IFC of (1) | invested cial of (4) | 

banks | 


Small scale and cot- 


tage industries .. 160 131 
48 31 III 10°6 
Large scale industries e738 916 
12533 48 3°1 1,047 va Gi 10°6 


— 


Source: FYPD, Ch. 10, Table 3. 


some indication of the contribution of the IFC and commercial 
banks, by measuring their credits against the fixed capital and 
working capital respectively, invested in Pakistan industries in 
June 1955. It is found that the IFC contribution to fixed capital 
was 3°I per cent. and the banks’ credits to industry amounted to | 
10°6 per cent. of the working capital invested on that date. In | 
view of these small magnitudes, there has been persistent demand | 
for another credit institution. ‘The need is underlined by the 
industrial programme included in the Plan Draft which calls 
for additional fixed capital investments of Rs. 1,400 million and 
of working capital amounting to between Rs. 1,000 and 2,000 
million by 1960. 

In 1950 the Pakistan Industrial Development Corporation | 
(PIDC) was set up as a public corporation. It commenced | 

1 FYPD, Ch. 1o. 
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Government and the State Bank (see Chapter XXII). In 1949 an 
Industrial Finance Corporation (hereinafter referred to as the IFC) 
was set up with an issued and paid-up capital of Rs. 20 million, 
of which 51 per cent. was subscribed by Government and the 
remainder by institutional investors. The IFC started operations 
in July 1949, and by the end of 1956 the total assistance granted 
by way of loans, underwriting agreements, and guarantees 
amounted to Rs. 108 million. 

Its assistance has been described by the Plan Draft as mar- 
ginal in volume but substantial in effect.1 Table XIX provides 


Table XIX 
ESTIMATES OF CAPITAL INVESTED IN PAKISTAN INDUSTRIES UP TO 30TH JUNE 1955 
(millions of rupees) 


| 
Advan- | 
Fixed ona (2) as | Working| ces of | (5) as | 

Type capital oh per cent | capital | commer- | per cent 
invested IFC of (1) | invested cial of (4) | 
banks 


oS eee a eee 


eS _ ee | 


Small scale and cot- 


tage industries .. 160 131 | 

48 3.5 III 10°6 

Large scale industries 1,373 916 
1,533 48 arr 1,047 III 10°6 


Source: FYPD, Ch. 10, Table 3. 


some indication of the contribution of the IFC and commercial 
banks, by measuring their credits against the fixed capital and 
working capital respectively, invested in Pakistan industries in 
June 1955. It is found that the IFC contribution to fixed capital 
was 3‘I per cent. and the banks’ credits to industry amounted to | 
10°6 per cent. of the working capital invested on that date. In | 
view of these small magnitudes, there has been persistent demand 
for another credit institution. The need is underlined by the 
industrial programme included in the Plan Draft which calls : 
for additional fixed capital investments of Rs. 1,400 million and : 
of working capital amounting to between Rs. 1,000 and 2,000 
million by 1960. | 

In 1950 the Pakistan Industrial Development Corporation 
(PIDC) was set up as a public corporation. It commenced 

1 FYPD?Ch.oxo: 


Table XX 


PIDC PrRoOJEcTS 
APPROVED PROJECTS (figures in millions of rupees) 


A. West Pakistan 


Sanctioned 
e : PIDC’s 

S.No. Projects Place a apt i petiment Remarks 

1. Karachi ship-building yard (Phase 1) Karachi 15°00 15°00 

2. Karachi dry dockyard Karachi 16°50 16°50 

3. Sui Gas Transmission Co, Ltd. Baluchistan 84:00 9°64 Public Rs. 9-46 million, Commonwealth Develop- 
ment Finance Company Rs. 9:26 million. 
B.O.C. Rs. 9:26 million and World Bank 
loan Rs. 46-2 million. 

4. Zeal-Pak Cement Factory Hyderabad (Sind) 27°00 15°00 Sind Government Rs. 6°75 million and Govern- 
ment of New Zealand Rs. 5:25 million (aid 
under Colombo Plan). 

5. Cement plant Daudkhel (Punjab) 26°50 8:50 Government of Canada Rs. 18 million (aid under 
Colombo Plan). 

6. Fertilizer project Daudkhel (Punjab) 63°50 23°50 U.S.A. aid Rs. 40 million 

7. Iron ore prospecting Kalabagh (Punjab) 1°98 1:98 

8. Harnai woollen mills Harnai (Baluchistan) 5°00 5°00 

g. Bannu woollen mills Bannu (N.W.F.P.) 5°00 5:00 

10. Quaidabad woollen mills Quaidabad (Punjab) 2°50 1°62 Thal Development Authority Rs. 0°88 million. 
11. Jauharabad sugar mills Jauharabad (Punjab) 8-co 5°00 Thal Development Authority Rs. 3 million. 
12. Sugar-cane multiplication farm Tando Mohd.Khan (Sind) 1°20 I‘il Sind Government Rs, o-r million, 
13. Strawboard mills Rahwali (Punjab) 12‘Io 12‘10 
14. High-grade paper board mills Nowshera (N.W.F.P.) 18°40 18°40 
rs. DDT plant Nowshera (N.W.F.P.) 3°51 2°34 WHO/UNICEF Rs. 1.17 million (aid under U.N.) 
16. Caustic soda plant Nowshera (N.W.F.P.) 2°60 1°30 Messrs. M. M. Ispahani Co. Rs. 1°3 million. 
17. Sulphuric acid superphosphate plant Lyallpur (Punjab) 2°50 1°87 Private Rs. 0°63 million. 
18. Ginning factories (7) West Pakistan 4°20 0°42 | Private Rs. 3.75 million. 

Investment in West Pakistan IRs. 299°49 | 144°28 

B. East Pakistan 

19. Adamjee jute mills No. 1 (1,000 looms) ; 

20. Adamjee jute mills No. 2 (1,000 looms) Narayanganj 75°00 12°50 Adamjee Sons and public Rs. 62°5 million. 

21. Adamjee jute mills No. 3 (1,000 looms) 

2. People’s jute mills (750 looms) Khulna 19°90 19°90 

23. Crescent jute mills (500 looms) Khulna 17°50 4°67 Ralli promers and Aga Khan group Rs, 12°83 
million. 

24. Ispahanijute mills (500 looms) Chittagong 1500 5:00 Messrs. M. M. Ispahani Rs. ro million. 

25. Amin jute mills (500 looms) Chittagong 15 "00 5°00 Amin Agencies Rs. 10 million. 

26. Other jute mills: 

i. Daulatpur jute mills (250 looms) Khulna 
ii. Karim jute mills (250 looms) Dumra (Dacca) 25°00 12°50 To be recovered from the promoters Rs. 12'5 
ui, Ahmed Brothers (250 looms) Dumra (Dacca) million. 

27. Muslin cotton mills Kaliganj 21°00 II'00 East Bengal Government Rs. ro million. 

28. Narayanganj dockyard Narayangan} 3°30 3°30 

29. Khulna shipyard Khulna 12°50 12°50 

30. Karnaphuli paper mills Chandraghona 60°00 28-00% | Private Rs. 32 million. *Rs. 14 million of this 
have been advanced to Karnaphuli Paper 
Mills by the PIDC. 

—_ Se EEE ——— 
Investment in East Pakistan | Rs. 264°20 114°37 
SS ae zeal mi 
Total Investment | IRs. 563-69 | 258°65 


Source: Pakistan Industrial Development Corporation. 


LARGE-SCALE INDUSTRY 175 


operations in January 1952, providing industry with equity- 
financing (distinct from loan-financing as in the case of the IFC). 
The PIDC is specifically charged with assuming leadership and 
initiative in the promotion of industries essential for the develop- 
ment of the country and for which private finance has shown lack 
of interest. Up to 1955 the PIDC had undertaken thirty projects 
in both wings of the country (summarized in Table XX) covering 
jute textiles, heavy engineering, shipbuilding, heavy chemicals, 
fertilizers, cement, paper, sugar, cotton textiles (only in East 
Pakistan), natural gas, chemicals, pharmaceuticals and dyestuffs, 
&c. The Plan Draft includes another twenty-five projects re- 
quiring an investment of Rs. 1,208 million or slightly over half 
the total investment planned for industry. Table XXI gives details 


Table XXI 


| PIDC ProcRamMME, 1955-60 
(million rupees) 


Investment, 1955-60 Investment | Investment 
Industry ae eos il ke, al BP mea a of 
. : East West 
Total Private Public? PAL aaa liseakceral 
Sugar’: ... ane 225'9 64.0 161°9 123-4 38°5 
Woollen textiles 2)°3 nil Zz nil 2a 
Jute goods Z 173°0 85°0 88-0 88-0 nil 
Newsprints are 107°4 nil 107°4 107°4 nil 
Card and strawboard 49°8 nil 49°8 46°0 3°8 
Hardboard a 1O°2 nil 19°2 19°2 nil 
Causticsoda ">. 40°9 nil 40°9 3°5 37°4 
Fertilizers A. ae nil ig hae? nil Ube hae: 
Pharmaceuticals 
and fine chemicals 10°4 nil 10'4 I0'0 oO°4 
Penicillin Q'l nil g'l nil g'I 
Dyes ae o: 5°9 I'5 4°4 nil 4°4 
19] D ja elias Ate 4°3 nil 4°3 4°3 nil 
Cement .. As 79°4 25°0 54°4 nil 54°4 
Iron and steel .. 50°0 nil 50°0 nil 50°0 
Shipyards AF 76°1 nil 76°1 20°4 55°7 
Sui gas transmission | 160-0 L130 46°1 nil 46°1 
Sui gas distribution 54°0 36°0 18:0 nil 18:0 
Unallocated funds 55°0 nil 55°0 28:0 27°0 
Subtotal industries 1199°9 325°4 874°5 4.50°2 424°3 
Makerwal colleries? he) nil io | nil ate 
Grand total (PIDC) | 1207-6 | 325°4 882-2 450°2 432°0 


Source: FYPD, Ch. 21, Tables 2 and 3. 


1 Karachi is included in West Pakistan. 

2 Government investment through PIDC. 

3 Development of the Makerwal colleries is discussed in the chapter on Fuels 
and Minerals. The expenditure is included here so that the entire PIDC 
programme can be shown together. 
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of PIDC investments in 1955 and at the end of the Plan period in 
1960. Not all the investment in PIDC projects comes from 
Government, for the Corporation has proceeded in its operations 
with the aim of gradually transferring the share capital to private 
investors as and when the industries are successfully established. 
This policy has been implemented with varying success. The 
Planning Board estimates that no less than Rs. 326 million of the 
PIDC investment in 1955-60 might be received from private 
investors and the rest from Government budgetary allocations.1 


Training 

Government has also assisted industry in the training of 
personnel in required technical subjects, since the shortage of 
such personnel is an important impediment to industrial develop- 
ment. At present the capacity of training institutes is small, 
and in most cases it is confined to training in relatively simple 
trades and crafts. There are only a few engineering colleges. 
Training facilities, both at the higher levels and for intermediate- 
grade technicians, are being expanded, but the main difficulty is 
the non-availability of practical ‘training-within-industry’ facilities. 
However, a programme has been worked out by the Institute of 
Personnel Training, attached to the PIDC, and an ILO productiv- 
ity team has been working in the cotton textile industry. Foreign 
technicians are being made available in many instances by suppliers 
of machinery and other equipment. ‘Technical assistance under 
several programmes of U.N. and U.S. agencies and the Colombo 
Plan’s Bureau of ‘Technical Co-operation has been of considerable 
assistance in remedying the shortage of trained personnel. Recently 
the emphasis has been shifting toward creating institutions within 


1 The Planning Board gives high praise to the PIDC as having ‘been markedly 
successful in supervising the preparation of engineering plans and designs... . 
A number of very sizeable enterprises have been established rapidly and with 
reasonable efficiency . . . (its) administrative freedom (from customary detailed 
procedures and controls that apply to ordinary government departmental 
operations) has been well used’. The Board proceeds to point out, however, 
that ‘it must not . .. be allowed to become unwieldy and inefficient’, that 
‘operating and marketing problems are of a very different nature from those 
(hitherto faced) of engineering design and construction’, that ‘at present the 
Corporation’s plans look ahead ordinarily for only two or three years’ and that it 
‘badly needs an economic staff’. The Board also emphasizes that ‘eventually... 
the units established by the PIDC should all be privately owned; it could be said 
that one measure of the success of the Corporation is how rapidly and how 
completely it is able to divest itself of its holdings’. (FYPD, Ch. 20, paras. 104-9.) 
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Pakistan able to give necessary training within the country, with 
some equipment and personnel from co-operating countries. 


Trading Estates 


Industrial trading estates are another form of Government assist- 
ance to private industry. The estates are designed to bring to the 
small industrialist the benefits and cost-economies of large-scale 
organization, through an intensive and concentrated develop- 
ment of a large block of land in which are provided at reasonable 
prices all essential facilities such as power, water supply, tele- 
phones, railway and road connexions. ‘Two such estates have 
been markedly successful around Karachi—the Sind and Landhi 
estates. The developed land is leased out for ninety-nine years 
and as little as one and a half acres may be leased by a small 
manufacturer who, on payment of a modest rent, obtains all the 
facilities which would have needed heavy investment, and there- 
by would have proved uneconomical had he been required to 
develop them for his own exclusive use. Several schemes for such 
estates are included in the Five Year Plan, such as those for 
Hyderabad and Sukkur in the former province of Sind, which are 
expected to utilize the agricultural raw materials grown in their 
respective hinterlands. 

The measures described above constitute well-appreciated 
Government assistance to industrial development, but there is 
considerable feeling, on the other hand, that the network of 
Government regulations relating to imports, capital issues, labour, 
industrial location, &c., sometimes operates as a bottleneck. It 
is claimed that the Rules framed under the ‘Development of 
Industries (Federal Control) Act’ are onerous in the detailed 
information they call for. It is, however, recognized that such 
legislation is necessary in order to ensure that the limited invest- 
ment funds available in Pakistan are put to maximum national 
benefit and that the ordinary investor is protected from fraudulent 
promoters. ‘There has existed since Partition an acute shortage of 
electric power. Many new industries are therefore compelled to 
install their own power-generating equipment, involving heavy 
additional outlay. Considerable difficulties are also reported in the 
availability of land. This is partly connected with the problem 
of town-planning and land improvement and partly due to the 
alleged practice of local authorities of fixing heavy values for land 
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and the levy of numerous local taxes and cesses. Land costs are 
said to be particularly high at Karachi and Chittagong. At 
Karachi, another problem has been shortage of water. 

To some extent, the difficulties enumerated above were inevit- 
able in a country which started off so ill-equipped as Pakistan 
did in regard to basic industrial pre-requisites like electric power. 
With the passage of time, at least some of them are disappearing 
as the quality of overall economic planning improves, and as 
development projects come to fruition in various sectors. Govern- 
ments at both central and provincial level can do something to 
streamline procedures, to expedite the disposal of matters con- 
nected with industrial development, to minimize formalities and 
to build up a tradition of co-ordination between the several 
public authorities dealing with industry.? 

It is in the perspective of these institutional and other condi- 
tions that we may now turn to a brief description of the progress 
recorded in industry since Partition and planned for the five years 
ending 1960. 

The most spectacular growth has been recorded by the group of 
textile industries. Starting with 177,418 spindles and 4,824 looms 
in cotton textiles, installed capacity has risen to 1-95 million 
spindles and 27,336 mill looms by November 1956. An addi- 
tional 177,900 spindles and 1,801 looms were under installation 
at that time. On the grounds that the capacity installed and on 
order was sufficient for the country, the Planning Board has, in 
fact, recommended the cancellation of the sanction of addi- 
tional orders. Under established Government policy, one-fourth 
of mill-produced yarn must be sold unwoven to the hand-loom 
industry, and on this basis the mill looms to balance the 
spindles being installed by 1960 should be 44,000. ‘Taking 
into account the relatively greater potential for yarn instead of 
cloth exports, the Board suggests a capacity of 33,000 looms, also 
necessitating the cancellation of some sanctions. After taking into 


1 The Planning Board recommends the creation of Industrial Planning and 
Development Departments in the Centre and in the Provinces to be staffed 
with scientists, engineers, technologists, and economists to (a) conduct in- 
dustry surveys, (b) provide technical advisory services both for establishment 
of new plants and for modernization of existing plants (for which the Plan 
provides as much as Rs. 300 million), (c) advise Government in selection of 
firms and individuals for carrying out specified industrial projects, (d) extend 
whatever assistance is needed by private parties selected for specific tasks to 
fulfil them successfully, &c. (FYPD, Ch. 20, paras. 92-9). 
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account the output of handloom woven cloth, it was expected 
that the estimated per capita consumption of 14 yards of cotton 
cloth would be met, leaving an export surplus in cloth (or 
equivalent yarn) of 304 million yards from a total estimated cloth 
production of 1,539 million yards.1 The capital invested in 
the organized cotton textile industry should have risen from 
Rs. 530 million in the middle of June 1955 (of which as much as 
Rs. 500 million occurred in the period 1948-55), to Rs. 780:6 
million by 1960, almost entirely through the efforts of private 
enterprise. 

Significant progress, if at a slower pace, has been recorded in 
jute textiles. Starting from no capacity at the time of Partition, 
6,500 looms were installed and operating by February 1957 and 
another 500 looms were either on order or under installation on 
that date. The industry did not get under way until late in 
1951, when the first orders for machinery were placed and 
effective capacity grew slowly due to a crippling shortage of 
power and the difficulties of export at the pre-July 1955 exchange 
parity. Following the devaluation, the installation of looms was 
speeded up and over Rs. 180 million worth of jute textiles were 
produced in 1956, of which about Rs. 100 million were exported. ? 
Taking a cautiously optimistic view of the future market for jute 
goods and on the assumption that the prices of raw material would 
remain competitive in relation to substitutes, the Plan provides for an 
increased capacity of 5,000 looms by 1960, bringing the total loom- 
age to 12,000 and yielding an export surplus of 308,000 tons from 
the total productive capacity of 368,000 tons.* This would provide 
export earnings of Rs. 350 million (as against equivalent raw jute 
value of Rs. 250 million) and would represent 34:2 per cent. of 
the present volume of international trade in jute goods (taken at 
900,000 tons). ‘The total investment in the industry was Rs. 185-6 
million in the middle of 1955 and would double by 1960. The 
industry did not attract sufficient private interest to start with 
and hence of the mid-1955 investment, Government, through the 
PIDC, had been responsible for roughly Rs. 88 million, and 


1FYPD, Ch. 21, Table 7. Production figures are estimated on the basis of 
24 shifts per day. 


2 White Paper on the Budget, 1957-8, Pp. 77. 


3 Table 9, ibid. Production is estimated on the basis of two shifts per day 
at the rate of 16 tons per loom, per shift, per year. 
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during the Plan period is expected to invest another Rs. 88 million. 

In woollen textiles Pakistan started without any capacity in 
organized industry.2, By 1955, installed spindleage equalled 
30,790, of which 17,750 were worsted spindles, for spinning finer 
wool textiles. An additional 22,500 spindles had been sanctioned. 
The Planning Board is of the opinion that the resulting capacity 
would be in excess of the country’s requirements for coarser 
woollens which could be satisfied with 24,000 spindles plus 20,000 
spindles for finer woollen goods, by 1960. It therefore recom- 
mended an expansion of only 11,000 woollen spindles and 5,250 
worsted spindles. ‘The PIDC has undertaken the establishment 
of some units, notable at Harnai in Baluchistan and at Bannu in the 
former N.W.F.P., each with a capacity of 2,340 woollen spindles at 
a total investment of Rs. 10 million. The PIDC has also collab- 
orated with the Thal Development Authority in setting up a unit 
of 1,000 spindles at Quaidabad in the Thal area. With the 
projected capacity, the country would meet its requirements for 
both the coarser and finer qualities of woollen textiles, apart from 
carpet yarns, barrack blankets, &c. The worsted section of the 
industry would, however, be dependent on imported wool-tops 
of the value of Rs. 20 million. 

There has been some development in other sectors of the 
textile industry, such as silk and artificial silk, hosiery and knitted 
goods, and ready-made apparel. ‘Taking the projected expansion 
in these and the major textile industries, the aggregate investment 
of the group is expected to rise from Rs. 795-7 million to Rs. 
1,265°8 million by 1960. 

After textiles, the most striking growth is in the paper industry. 
Starting without any capacity, the country has achieved self- 
sufficiency in respect of writing, printing, and wrapping paper 
with the completion of a Rs. 60-million PIDC paper mill at 
Chandranagore on the Karnaphuli in East Pakistan. With present 
requirements of 20,000 tons per annum, the mill has a surplus for 
export of 10,000 tons. ‘The PIDC has also set up a high grade 
paperboard factory at Nowshera with an average annual capacity 
of 7,500 tons of paper and board to suit market conditions. It 


1 The PIDC is also assisting in the establishment of jute mills in Egypt, 
Iraq, and Turkey. 


2 There were some small units producing army blankets and other coarse 
woollens. 
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has also started a strawboard mill of the same capacity at Rahwali, 
also in West Pakistan. The investment in the two mills is Rs. 
30°7 million and the capacity is sufficient to meet the packaging 
requirements of local industry in the Western Wing. 'The industry 
is based on local raw materials such as bamboo pulp, wild grasses, 
wheat and rice straw. It is now proposed to utilize other forest 
resources, such as the soft wood of the Sunderbuns for making 
23,000 tons of newsprint and 12,000 tons of mechanical process 
printing paper annually at a PIDC-sponsored unit at Khulna. 
After meeting domestic requirements, this would leave a consider- 
able margin for export. The paper industry programme is to be 
rounded off by the setting up of a card and strawboard mill in East 
Pakistan with an annual capacity of 20,000 tons and a hardboard 
unit with a capacity of 12,000 tons. Hardboard is a substitute for 
wooden planks or plywood. As a result of these projects, the in- 
vestment of Rs. 86-2 million in the industry in mid-1955 would 
be almost tripled by 1960, through PIDC enterprise. 

Another sector of significant growth is the chemical industry. 
The production of sulphuric acid, which is an essential raw 
material in basic industry, has been stepped up from only 330 
tons per annum at the time of Partition to 12,330 tons in mid-1955. 
It is proposed to set up two additional units, one in each wing, 
to increase production by 6,000 tons and to modernize existing 
plants. Detailed studies were recommended by the Board, to 
determine processes appropriate for local conditions and especially 
for recovery of sulphur from Sui gas. Another basic chemical— 
caustic soda—is now produced in the country but the existing 
capacity of 6,000 tons is entirely absorbed by the paper mill at 
Chandranagore and the cardboard plant in Nowshera so that 
imports of 8,000 to 9,000 tons continue to be necessary for use 
in the soap and other industries. It is therefore proposed to build 
a plant with a capacity of 36,000 tons of soda ash, of which 25,000 
tons would be converted to 17,000 tons of caustic soda, and of this 
again, 7,000 tons would be purified for use in a projected viscose 
rayon plant. The increase in soda ash production from this plant 
would supplement the present capacity of 25,000 tons produced at 
Khewra (which latter plant was set up after Partition). A small 
3,000-ton plant for producing caustic soda is proposed for East 
Pakistan, its chlorine by-product being applied to the require- 
ments of a D.D.T. plant to be set up at the same place. This 
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plant would supplement the existing capacity of 700 tons of 100 
per cent. concentration D.D.T. recently established by the PIDC 
at Nowshera as a joint PIDC-WHO enterprise. The total cost 
of the caustic soda cum soda ash cum D.D.T. programme is 
estimated at Rs. 45:2 million and in view of its great importance 
and the hesitation of private enterprise, it is likely that the PIDC. 
will undertake it. 

A substantial construction programme is under way in synthetic 
fertilizers. In partnership with private enterprise the PIDC is 
setting up a super-phosphate plant with a capacity of 12,000 tons 
per year at Lyallpur, while a large ammonium sulphate fertilizer 
plant is being constructed by the PIDC with $10-5 million of 
U.S. aid at Daud-Khel in the Mari Indus region, with a capacity of 
50,000 tons per annum. The Plan includes another nitrogenous 
fertilizer plant of 100,000 tons annual capacity based on Sui gas, 
and the Board has recommended that its capacity be raised rapidly 
in view of the fast-growing demand for chemical fertilizers. 

There are fifty-six factories, mostly small units producing a 
variety of fine chemicals, drugs, extracts, tinctures, &c. The 
country has considerable wealth in medicinal herbs, especially 
artemisia and ephedra, used in the production of santonin and 
ephedrine, of which 20,000 lb. are produced at Rawalpindi and 
Quetta. An additional investment of Rs 20-4 million is recom- 
mended in the Plan, of which Rs. 10 million would be for a large 
pharmaceutical and drug factory in East Pakistan to be established 
by the PIDC. Mention may also be made of a penicillin factory 
proposed as a joint PIDC-WHO enterprise to produce 8 million 
mega-units per annum, the present quantity imported. 

Apart from these industry-groups, there is significant expansion 
in certain individual industries included in larger groups. In the 
glass-cement-ceramics group, cement is by far the most important. 
Prior to Partition there were five cement factories (one in East 
Pakistan) producing about 325,000 tons, part of which was 
actually exported, after the limited needs of the region had been 
met. The development programme launched after independence 
has meant a steady increase in requirements, resulting in an 
acute scarcity, only partly alleviated by growing imports. The 
capacity of existing units was increased to 670,000 tons by the 
middle of 1955 and new plants are being established through the 
PIDC. Two plants at Hyderabad and at Daud-Khel in West 
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Pakistan were set up with equipment supplied by New Zealand 
and Canada respectively, under the Colombo Plan, bringing total 
capacity to 865,000 tons by mid-1956. ‘The capacity at Hyderabad 
is being doubled so as to add another 105,000 tons by mid-1957, 
which however would still be insufficient for the country’s total 
requirements at that time. The Planning Board has therefore 
recommended the setting up of two additional plants (or the 
expansion of existing ones), so as to create new capacity of 315,000 
tons, to be located along the Sui gas pipelines. Obviously in 
projecting a need for such large cement-producing capacity, the 
assumption is made that development of Pakistan’s industries and 
buildings and transportation system will continue for a good many 
years. 

In the ‘food’ products group of industries, a fairly rapid rate 
of growth has been maintained in the sugar, cigarette, and hydro- 
genated-oil fields. At the time of Partition installed capacity for 
sugar production was 45,000 tons. The annual out-turn varied 
between 30,000 and 35,000 tons, but annual consumption was 
about 200,000 tons, the difference being met by imports. Since 
that time the capacity of one existing sugar mill in the north-west 
has been expanded and a new factory established at Mardan in the 
same area with a capacity of 50,000 tons per annum, reportedly the 
largest in Asia. Three factories have been constructed, one each at 
Jauharabad and Leiah (both in the former Punjab) and Charsadda 
in the former N.W.F.P. By late 1956 capacity was 115,000 tons 
per annum. To achieve self-sufficiency it is proposed in the Plan to 
create additional capacity of 120,000 tons in seven additional units, 
of which one is under construction at Rangpur in East Pakistan 
through PIDC enterprise. A survey of lands in the Lower Sind 
Barrage area has brought out the fact that sugar-cane cultivation is 
feasible there, and the remaining units will be divided between that 
area and East Pakistan. Recommendations are also made for the 
use of by-products of the sugar industry, such as molasses for use 
as source of yeast, power alcohol, or cattle feed. Bagasse may be 
used as a raw material for paper, plastics, rayon, and cellophane 
as well as for bagasse charcoal and fuel briquettes. Other ‘food’ 
products industries where notable progress has been made include 
cigarettes, the production of which in large-scale factories increased 
from nothing at the time of Partition to 4,500 million per year by 
mid-1955 in six large factories, and an additional capacity of 5,500 
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million is projected. Since Partition six vegetable ghee, or hydro- 
genated vegetable oil factories have been set up with a capacity of 
23,000 tons annually though actual output was 11,000 tons only. 

In the group of leather and rubber industries, the progress 
appears small, but is not insignificant. Starting with only four 
large tanneries producing low quality leather there were fifty- 
four units in June 1955 with a capacity of 17 million square feet 
of uppers and 16 million lb. of sole leather, sufficient for existing 
domestic uses. However, a large part of the country’s production 
of hides and skins (5-4 million and 9-9 million pieces respectively) 
is exported in raw form. It is planned to start two mechanized 
tanneries, one in each wing, for export production, to serve as 
model units. In mid-1955 there were twelve factories producing 
shoes (about 15 million pairs per year) while another 12 million 
pairs were produced by cottage industry. 

There were twenty-three units producing motor and cycle tyres 
and tubes, canvas shoes and other rubber products (mostly a pre- 
Partition development) and a small increase in investment is 
planned for the next few years, especially for re-treading machinery 
and modernization of existing units as the present installed capac- 
ity is considered sufficient. 

We may now turn to the groups of engineering and electrical 
industries where there has been little development so far, but 
where a fair-sized expansion programme is contemplated. ‘There 
were 34 steel re-rolling mills in the country, producing bars 
and shapes from imported billets and from locally gathered 
and smelted scrap. Their capacity of 125,000 tons was regarded 
by the Planning Board as adequate for the requirements of re- 
inforcing bars and simple shapes, but additional capacity was 
necessary for such items as sheets, hoops, and strapping. The 
capacity is not well distributed, being situated in the environs of 
Karachi and Lahore. It is proposed by the Planners to establish a 
13,500-ton sheet mill and a 4,o00-ton strapping mill while East 
Pakistan is to have a general re-rolling mill with a capacity of 


13,000 tons. As noted earlier, some of the metal used comes from — 


smelted scrap for which there are three electric furnaces located 
in Lahore, with a capacity of 19,000 tons, sufficient for the 
present availability of scrap. 

In mid-1955 there were over 350 medium and light engineering 
units in the country producing ferrous metal products such as 
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lathes, wire, nails, oil engines, agricultural implements, grinding 
wheels, hurricane lanterns, steel furniture, sanitary fittings, 
locks and padlocks, drums and containers, sheet metal products 
(such as buckets, milk cans, and ice boxes), sewing machines, 
&c. Some additions to capacity have occurred in the case of 
industries for which protection has been afforded, while new 
capacity has been created in the case of bicycles, sewing machines 
and motor vehicle assembling. 

In the case of non-ferrous products, there were 10g factories 
producing varied items of household hardware, locks, &c., in 
mid-1955. In most light engineering works there was sufficient 
capacity for meeting requirements anticipated for several years 
in the future, so present production is below capacity. 

The existing metal industries are almost entirely dependent 
on imported metal. A number of plans are, however, under 
investigation for the production of iron and steel. A technical 
mission from the United States Steel Corporation visited Pakistan 
in 1949 and made several recommendations for erection of new 
foundries and re-rolling units, but did not consider a steel-making 
industry feasible at that time. The subsequent discovery of fair 
quality iron ore (containing on an average 38 per cent. iron) at 
Kalabagh, and reports of much higher quality ore (about 62 per 
cent.) near Chitral led to a revival of interest. Detailed investiga- 
tions by Messrs. Krupps were followed by an ambitious plan for ore 
extraction and steel manufacturing at an estimated cost of Rs. 600 
million and an ultimate capacity of 350,000 tons, with a pilot plant 
of 70,000 tons capacity. The scheme was subsequently revised 
and a plan for a smaller plant for producing 68,000 tons of steel 
and costing Rs. 170 million has been prepared. Prior to its 
consideration, the Planning Board had recommended a small plant 
for the production of 15,000 tons of pig iron annually at a cost of 
Rs. 50 million. 

In the case of the group of electrical goods industries, there 
has been minor expansion in the production of electric fans, 
industrial switch gear, lamps and certain accessories, and domestic 
appliances. New capacity included in the Plan is for production 


1°The primary problem faced by the engineering industry is not one of 
equipment or capacity but the scarcity of raw materials, manufactured metal 
parts and maintenance of replacement parts for machinery. ‘Technical and 


managerial assistance is the second important need of the engineering industry.’ 
(FYPD, Ch. 21, para. 157.) 


a 
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of electric motors aggregating 80,000 h.p. per year by 1960 and it 
is hoped that the country will attain near self-sufficiency in 
standard-size transformers, switchgear and electric meters. The 
Plan provides for one electrical appliance factory in each wing of 
the country. Storage battery capacity is expected to rise to 100,000 
units by 1960 and production of electric cables is estimated at g 
million yards of rubber insulated cables. Finally, mention is 
necessary of the installation of capacity for the assembly of 20,000 
radio sets after Partition as against estimated requirements of 
75,000 to 100,000 sets annually. 

The foregoing description, by no means a comprehensive one,! 
indicates a substantial rate of growth. The index of industrial 
production, covering seventeen major industries and with 1950 
as the base year records an increase to 421 for the year 1956, 
compared to 285 in 1954 and 235 in 1953. There were over 3,000 
factories by the middle of 1955 (using power and employing more 
than twenty workers each) with a total investment in fixed and 
working capital of about Rs. 2,300 million. Of the total industrial 
investment about 60 per cent. was in consumer goods industries 
and the remaining 40 per cent. in producer goods industries 
(excluding railways, power stations, and ordnance shops). Over 
the period 1948 to 1954 the value of industrial production, in 
terms of 1954 prices, increased in selected sectors from Rs. 
1,302 million to Rs. 2,813 million, as indicated in Table XXII. 
Of the production in 1954, the three categories of agricultural 
processing industries, food product industries (including tobacco), 
and textiles accounted for about 75 per cent. of total large-scale 
industrial production. ‘The preponderance of such consumer 
goods industries was understandable, as they required less capital 
and simpler technology than producer goods industries. Their 
development has also served the purpose of imparting a degree of 
self-sufficiency in a variety of consumer goods, releasing foreign 
exchange previously spent on them, which could be used to 
import capital goods and thus introduce a measure of stability in 
the country’s economy. It has been stated that ‘the great majority 
of plants that were established were soundly conceived and the 
resulting industrial structure is effective and solidly based’.? 


1 Industries such as gas distribution are included in the Plan’s industrial 
programme, but not in this chapter. 


2'This section draws heavily on FYPD, Chs. 20 and 21. 
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For the period 1955 to 1960 the Five Year Plan makes provision 
for the investment of Rs. 2,300 million—just equal in value to 
the 3,000 factories in operation in mid-1955 as noted above. 
The largest allocations are to textiles, chemical industries, food 
processing, and engineering, as shown in Table XXIII. Of the 
total investment it is estimated that about Rs. 1,400 million will 


Table XXIII 


PROJECTED LARGE-SCALE INDUSTRIAL DEVELOPMENT, 1955-60 
(SELECTED INDUSTRIES) 
Invest- 
Installed | Installed | ment in | est 
Tadast Unit capacity | capacity | June | siieg | 
se April | April | 1955 | fuiion | 
1955 1960 (million rupees) 
rupees) P 
Agricultural processing 
Cotton ginning million bales 2°0 2°25 134°4 84-2 
Tea manufacturing | million pounds 55 60 50 10°7 
Food products 
Sugar tons 115,000 | 235,000 86-9 237°9 
Cigarettes millions 4,500 7,500 49°0 31°0 
Textiles : 
Cotton textile mills | million spindles 1°68 2°05 530°0 250°6 
looms 20,000 33,000 
Jute manufactures | looms 3,300 12,000 185-6 185°0 
Paper 
Newsprint tons nil 23,000 nil 107°4 
Card/strawboard tons nil 35,000 26:2 49°8 
Hardboard tons nil 12,000 nil 19°2 
Chemicals 
Sulphuric acid tons 12,330 18,330 2 29 
Caustic soda tons 6,000 26,000 2°6 40°9 
Rayon and cello- 
phane tons nil 5,400 nil 70°2 
Penicillin million mega- 
units nil 8:0 nil Ql 
Fertilizer tons nil 162,000 55°5 ig BAe 
Cement and Glass 
Cement tons 670,000 |1,280,000 65°7 gI°9 
Glass (hollow-ware 
and sheet) tons 20,000 44,800 4°9 18-8 
Engineering 
Iron and Steel tons nil 15,000 nil 50°0 
Steel] re-rolling tons 155,500 17°9 17°8 


125,000 


Source: FYPD, Ch. 21, Table 1. 
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be private and Rs. goo million public, through the PIDC. About 
Rs. 1,200 million or 55 per cent. of the new investment will be in 
producer goods industries (cement, heavy chemicals, fertilizers, 
newsprint, iron and steel, and shipbuilding), thus raising the 
overall proportion of investments in producer goods industries 
from 40 per cent. to 47 per cent., although at the end of the 
Planned period the cotton textile and jute goods industries will 
still be the most important in terms of capital investment. New 
capacity will be particularly significant in fertilizers, iron and 
steel, card and strawboard. In aggregate terms, the total value 
of products of large-scale industry will have increased from about 
Rs. 3,411 million in 1954 to an expected Rs. 6,266 million in 
1960, of which Rs. 2,081 million would be attributable to new 
capacity and the remainder to increased utilization of existing 
capacity. In percentage terms this will mean a rise in production 
of about 80 per cent. over 1954. ‘The effects on employment and 
the balance of payments are considered in Chapter XXVI. 

“The proposed industrial development programme is expected 
to complete the process of making the country self-sufficient in 
cotton and jute textiles, sugar, edible oil, cigarettes, paper, 
newsprint, strawboard and hardboard, leather goods, sulphuric 
acid, soda ash, caustic soda, penicillin and many other chemicals 
and drugs, cement, a variety of electrical goods, and a large 
number of other items. It would be possible to meet the bulk of 
the country’s requirements of fertilizers, woollen textiles, canned 
fruits and vegetables, rayon, cellophane, and hollow glassware. 
Natural gas will replace a large quantity of fuel that would other- 
wise have to be imported. Local manufacture of capital goods will 
be increased, and this will reduce somewhat the imports required 
for economic development in the future. Exports of jute manu- 
factures will be increased greatly. Substantial quantities of cotton 
yarn and cloth will become available for export. In short, the 
country’s dependence on imported goods should be considerably 
reduced, and export earnings increased.’! 


1 FYPD, Ch. 20, para, 115. 
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x 


SMALL-SCALE AND COTTAGE 
INDUSTRIES 


HE importance of small-scale! and cottage? industries 

in the economy of the country is not inconsiderable. 

They provide a source of employment and a means of 
subsidiary income to an estimated 5-7 million, especially in the 
slack agricultural periods. Some of the cottage industries meet a 
substantial part of the requirements of rural areas in consumer 
goods; and to that extent they reduce the pressure on foreign 
exchange resources. Some even earn foreign exchange, e.g. 
sports goods, surgical and musical instruments, &c. 

It is recognized in Pakistan that a policy of large-scale in- 
dustrialization is not inconsistent with the simultaneous fostering 
of a large number of small-scale industries. There may sometimes 
be a conflict of interests, but it is quite possible to develop in- 
dustries which have definite advantages in being small-scale or 
which otherwise are complementary to large-scale industry. ‘There 
are many commodities for the production of which cottage 
industries are peculiarly well suited (e.g. handicrafts like ivory 
work, cane work, gold and silver ornaments, embroidery, &c.). 
Again, large-scale processes may be combined with small-scale 
enterprises, the latter acting as feeders, as is the case with bobbin- 
making and the textile industry, or providing the parts and repair 
services, or finishing the manufactured article (e.g. calico printing 
on mill-made cloth or tape-making from mill-made yarn). 


1A small-scale industry has been defined as ‘an industrial establishment 
or unit which is run mainly with hired labour, not normally exceeding fifty 
workmen and not using any mechanical motive-power for any operation or 
an industrial establishment or unit using mechanical motive-power which does 
not employ more than twenty workmen and whose buildings, machinery, and 
other fixed structures do not exceed Rs. 100,000 in value’. 


2 A cottage industry has been defined as ‘one which is carried on wholly 
or mainly by the members of a family, either as a whole-time or part-time 
occupation’. (Definitions used in Pakistan Cottage and Small Industries Corpora- 
tion Act, 1953.) 
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Table XXIV 


OccuPATION OF NON-AGRICULTURAL LABOUR ForRcE! 


Occupational Group 


Manufacturing 
workers (skilled) 


Metal workers 
Textile workers 
Wood workers 
Coke, cement and 
brick 
Glass and ceramics 
Chemicals, paints, 
and oil-mills 
Leather 
Paper mills 
Printing trade 
operatives 
Building trade 
operatives 
Electrical workers 
Other skilled pro- 
duction workers 
Food, drink and 
tobacco processing 


Unskilled labourers 


Domestic servants 
Other service 


workers 
Police, fire, and 

other services 
Unclassified 


Employees 


Independent| Unpaid 


workers 


family help 


Total Employers 
1,229,606 10,025 
210,092 1,694. 
449,459 4,152 
203,856 1,976 
6,467 35 
100,921 474 
17,029 186 
152,019 984 
4,429 50 
6,575 56 
47,338 257 
3,132 64 
23,289 97 
103,832 1,316 
1,229,858 2,489 
353,690 895 
298,861 1,187 
90,782 I4I 
2,940 24 


Source: Census, 1951, Vol. 1, Table 114. 


239,880 


56,392 
73,836 
28,314 


2,407 
12,618 


4,793 
28,659 


2,344 
4,876 


13,915 
5474 


6,152 
24,443 
261,189 
324,665 
131,491 


86,569 
924 


9545743 
147,846 
354,410 
168,716 


3,902 
82,782 


11,758 
121,251 
1,951 
1,582 


32,824 
2,415 


16,206 
74,602 


958,315 
21,419 


164,420 


3,913 
1,810 


33,958 
4,160 
17,061 


4,75° 


123 
5,047 


292 
P1125 
84 


61 


342 
179 


734 


3,471 


7,865 
6,681 


1,763 


156 
182 


1 Excluding professional and technical, administrative, sales, forestry, trans- 
port, quarry workers and fishermen. 


Note: Independent Workers and Unpaid Family Help would cover cottage 
and small-scale industry workers employed full-time on their respective 
occupations. Other workers would be in the agricultural labour-force 
but with subsidiary occupations in cottage and small-scale industry. 
The 1951 Census reported 1,696,754 agriculturists with subsidiary 
occupations, of whom 164,634 were directly working in ‘Manufacture 


and Crafts’. 


Before examining the problems of cottage and small-scale in- 
dustries and the measures undertaken or contemplated for their 
assistance, a brief survey of existing cottage industries may be 
attempted. Statistics of employment and production are generally 
unavailable but are indicated in cases where they exist. 
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I. PRINCIPAL SMALL-SCALE AND 
COTTAGE INDUSTRIES 

1. Hand-spinning and weaving is perhaps the oldest cottage 
industry of any size in the sub-continent. Formerly using the 
coarse yarn spun from locally-grown cotton, the weavers have 
turned increasingly to mill-made yarn supplied by dealers. Hand- 
spinning is still found in some parts of the Punjab and East 
Bengal (5,200 persons were listed in the latter by the 1951 Census) 
but its importance is diminishing. Handloom cloth production is 
much more important, and in 1952 it was estimated at a fifth of 
the country’s total requirements. In addition to common varieties 
of cloth, the handloom industry also turns out specialized products. 
The muslins of Dacca were famous throughout the medieval 
world and though with the march of time some of the best skills 
have been lost, fine quality muslins are still produced in some 
districts of East Bengal. Some of the well-known cotton hand- 
loom products of the province are jamdani, kashida, benarst, 
&c. In the Punjab and the N.W.F.P. a thick material known as 
khes is manufactured for use as bed-sheets, wrappers, &c. Other 
special lines in production include lungies, saris, dhotis, striped 
long cloth, furnishing fabrics, table covers, curtain cloth, check 
shirtings, &c. Some villages and towns in the Punjab, where 
refugee weavers from Ludhiana, Amritsar, and Ambala Districts 
of Punjab (India) have been settled have begun to make cotton 
rugs and durries (blankets). 

East Bengal has a flourishing silk-weaving industry, the products 
ranging from dhotis and saris to bedspreads. The silk yarn used 1s 
often mill-made. Silk works are located in parts of East Bengal, the 
N.W.F.P., and the Punjab. Closely allied to weaving is embroid- 
ery. ‘he Punjab’s phulkari work is famous, and in Sind there is a 
similar makrani product. Silk embroidery is generally done in East 
Bengal on caps, turbans, curtains, &c., and goes under different 
names such as phulbatti, zardozi, and kamdani, while exquisite 
embroidery work at Dacca has a number of varieties such as 
chikan. Refugee craftsmen from India have brought a new 
industry to Pakistan—zari work, which consists of beautiful 
patterns worked on cloth with fine gold and silver thread, which 
thread is also made in the Punjab. 

Wool spinning and weaving on a cottage industry basis in the 
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Punjab and the N.W.F.P. employs about 10,000 looms. The State 
of Swat is a well-known producer of high quality woollen blankets, 
while among the Waziris settled in Bannu District, weaving of 
woollen and pile rugs is an important industry. Production of 
carpets and rugs was estimated at 75,000 units in 1954, valued at 
Rs. 6°5 million, according to the Planning Board, while output 
of hosiery and other knit goods amounted to 2 million lb. valued 
at Rs. 5-5 million. 

In East Bengal a certain amount of jute spinning and weaving 
has for generations produced rough gunny bags, quilts, gunny 
cloth, ropes, and sails. 

It is estimated that 395,541 persons are employed (some of them 
only part-time) in the handloom industry, with 484,418 looms,? of 
which about 310,000 are in operation.? If the subsidiary dyeing 
and hand-printing processes are considered as part of the hand- 
loom industry approximately 50,000 more workers may be added. 
Finally, the number of those engaged in the handloom cloth trade 
is roughly 50,000, so that the textile cottage industries as a whole 
probably give employment to about 600,000. ‘Taking three as the 
average number of dependents per worker, an estimated 2-4 
million persons are dependent, in whole or in part, on this in- 
dustry. In recent years handloom products have faced stiff com- 
petition from Pakistan’s growing textile industry. Weavers 
specializing in quality products and artistic designs have much less 
difficulty competing with machine products than do the makers of 
coarse, utility cloth.? Production of handloom textiles in 1954 was 
360 million yards, valued at Rs. 450 million.4 


1 Of the total number of looms, 234,418 were reported in West Pakistan, 
employing 210,312 persons, and the remainder in East Pakistan. About 80 per 
cent. of the looms were estimated to be engaged on cotton-weaving. 


2 Report of the Fact-finding Committee on Handlooms (Karachi, 1956). The 
figures relate to the period 1955-6. The Committee did not receive data on idle 
looms in East Pakistan but assumed the same percentage to be idle as in West 
Pakistan, viz. 36°8 per cent. 


3 FYPD, Ch. 22, para. 32. In the weaving of coarse cloth, it seems likely that 
looms without the flying shuttle, making only 5-10 yards daily, cannot survive, 
but ‘automatic’ looms weaving 20 yards or more per day may compete on amore 
equal basis with modern factories, given the present level of wages in Pakistan. 


4 Ibid. para. 74. The Fact-finding Committee estimated total output of 
cotton cloth at 456 million yards in 1955 on the assumption that: (i) 20 per 
cent. of the looms were not working on cotton, and (ii) the looms worked only 
200 days per annum. 


oO 


194 THE ECONOMY OF PAKISTAN 


2. Tanning and Leather Goods are generally made in small 
cottage units, particularly in the Punjab, laid out in simple thatched 
buildings, though there are also a few small-scale factory units 
and co-operatives in the urban areas. The product varies con- 
siderably in finish, and includes some chrome leather. 

The major production of tanned leather is utilized by other 
cottage industries to produce shoes, purses, belts, slippers, suit- 
cases, saddles, bellows, drums, sandals, and water-buckets. These 
industries are concentrated mainly in the N.W.F.P. and the 
Punjab, although footwear for everyday use is made in practically 
every village in the country. A large demand from Afghanistan 
for leather products is met by industries based around Peshawar. 
The leather trades have been strengthened by the influx of many 
expert Muslim refugee artisans from India. Good leather work is 
also done in East Bengal, a speciality being leatherware decorated 
with certain pigments. Production of upper leather in 1954 was 
2°5 million square feet, of sole leather the output was 1-2 million 
Ib., while 12 million pairs of footwear were produced, according 
to the Draft Plan. Value of total cottage industry production 
of leather and leather goods was Rs. 130°3 million.+ 

3. Metal Work, like the products of many other cottage in- 
dustries, may be either utilitarian or ornamental in type. Many 
household utensils produced by such industries are in use through- 
out the rural areas, for the use of glass articles is largely confined 
to the middle and upper classes in the towns. Blacksmiths in 
almost every village make or repair simple implements used by the 
agriculturist. On the ornamental side, copper utensils of Peshawar 
are particularly well known, and trays, ewers with basins and dishes 
produced there are sometimes skilled reproductions of Persian 
originals. Aluminium and brass utensils of Gujranwala (Punjab) 
formerly had an export demand in the Middle East, East Africa, 
and Afghanistan, but this has diminished since Partition. Gold 
and silver products, both of utilitarian and of artistic value 
are produced on a fairly large scale all over the country, and 
products of precious metals, besides being used as ornaments, are 
a method of saving. Inlaying of different metals, particularly in 
copper and brass, is found in some parts of the country. Enamel- 
ling is also in vogue in the Punjab, and the most common products 
are vases, trays, rings, and bracelets. 


1 Tbid. 
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Apart from these typically cottage industries, a few small- 
scale units also manufacture metal products. Cutlery of fairly 
superior quality is produced in Wazirabad in the Punjab, where 
the industry has been partly localized, and there are other centres 
at Gujranwala and Sialkot. During the war years, Wazirabad 
alone filled military orders for cutlery goods extending to millions 
of rupees annually. This industry, which employs about 30,000 
workers, has been passing through a difficult period after Partition. 
Many of the refugee artisans from the northern areas of India who 
have settled in Pakistan are experts at making utensils, scissors, 
knives, iron hinges, nails, and pens. 

Closely allied to the metal and small-scale industry is the 
surgical, veterinary, and dental instrument industry of the Punjab, 
localized in the town of Sialkot. Though started only about two 
decades ago, it received a great fillip from the eclipse of German 
competition in 1939, and during the war Sialkot satisfied most of 
the demand of the sub-continent and even built up some export 
markets. ‘The workmanship is of a high quality, and the products 
of the industry are comparable in finish with similar articles from 
foreign markets. There are approximately 100 manufacturing 
units, employing about 2,000 workers. Production in 1954 was 
valued at Rs. 2:2 million, though prior to Partition it was reported 
to be Rs. 30 million. Sialkot is also well known for the artificial 
limb industry, which received heavy orders during the war years. 
Sheet metal production in 1954 was valued at Rs. 12 million, 
various utensils made of non-ferrous metals at Rs. 5-5 million, 
small agricultural instruments at Rs. 2 million, cutlery at Rs. 1°5 
million, and total value of metal products came to Rs. 27-7 million.? 

4. Pottery for everyday use is produced in almost every village 
in the country, but some districts also specialize in art pottery. 
Earthen vessels decorated with water-colours are made in Pesh- 
awar, while Gujrat in the Punjab produces beautiful and light 
‘paper’ pottery, with a market in neighbouring countries. Multan 
and Bahawalpur are also famous for their glazed pottery. Ex- 
cellent pottery is made at Halla in Sind, which is popular through- 
out Western Pakistan and in some parts of India. Other towns in 
Sind specializing in this craft are Shikarpur and Hyderabad. In 
East Bengal tile and brick-making are an allied occupation, as also is 
toy-making. Generally the tools for production are very simple 

1 Tbid. 
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and crude, and the primitive potter’s wheel is still in use. Pro- 
duction in 1954 was valued at Rs. 5 million. 

5. Sports Goods production has been localized in Sialkot for 
almost three-quarters of a century. The industry draws on skilled 
labour and mulberry wood from the N.W.F.P. and the states to 
the north. Its handmade products not merely supplied the needs 
of the sub-continent during the war years, but also found an outlet 
in the medium-priced market throughout the world in competition 
with machine-made products of many other countries. The 
industry reached peak activity at that time, with about 3,000 firms 
exclusively engaged in the production of sports goods. ‘The number 
of units in the industry has fallen to approximately 675 at present, 
due to various adverse international developments, and employ- 
ment is estimated at 15,000. Output in 1954 was valued at Rs. 
7°5 million by the Planning Board, and only about 20 per cent. was 
used locally. 

6. Wood and Ivory Work ranges from the production of simple 
articles for domestic use to the construction of large riverboats. 
The standard of carpentry is generally high. Peshawar, e.g., 
is not only famous for tongas (two-wheeled horse-drawn vehicles), 
but also for its fine lattice work in walnut. East Bengal is well 
known for its boat-building industry, particularly in Chittagong, 
Tipperah, and Dacca districts. Countrywide output in 1954 was 
60,000 boats, valued at Rs. 30 million, according to the Draft 
Plan. Lacquer-finished furniture is a specialty of Sind, as are wood 
turning and the general lacquerware industry, while delicate 
carving on screens, lattices, flower stands, &c., is done in some 
parts of the Punjab. 

7. Minor Cottage Industries include musical instruments, brass 
bangles, processing of wheat and rice, soap-making, coir, cane, 
bamboo, wood furniture, bricks and tiles, bzvi (tobacco-leaf 
cigarettes), stone-carving, wax-candles, brushware, paints and 
varnishes, umbrellas, hosiery, jams, pickles, snuff, and slate 
products. 

Table XXV gives figures of production in 1954 of selected 
small-scale industries. 

Cottage and small-scale industries are faced with anumber of prob- 
lems concerning finance, marketing, improvement of techniques 
and processing arrangements, and procurement of raw materials. 
Many of these difficulties have been intensified since Partition. 
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2. FINANCE 

The need for finance arises both for short-term and long- 
term requirements. The former relates to (a) purchase of raw 
materials, (6) working expenses, and (c) consumption needs during 
the period of production and until receipt of the sale-proceeds. 
The latter relates mainly to the purchase of equipment. 

Prior to Partition at least some types of industries were able to 
obtain credit, even though on costly terms. These included (a) 
localized units like sports goods, cutlery, and surgical instru- 
ments, and (b) small-scale industries with well-established work- 
shops like the metalware industry. Even a few scattered family 
concerns with an established market, such as leather manu- 
factures, were able to obtain certain facilities. The funds were 
provided primarily by non-institutional sources such as private 
money-lenders or financiers, wholesale dealers, shopkeepers, and 
(rarely) by the exporters. Commercial banks financed some of the 
localized units against the security of (a) stocks of materials, 
by bills of exchange supported by letters of credit, and sometimes 
by (5) railway and parcel post receipts. Sometimes they also 
financed institutional agencies which helped the other industries. 
Industrial co-operatives were not very active. Almost all the non- 
institutional credit agencies before Partition were in non-Muslim 
hands, the Muslims forming the majority of the labouring class of 
skilled and unskilled workmen. The dealers extended advances to 
them and sometimes, as in Sialkot, negotiated promissory notes of 
ninety days’ maturity, which could be cashed with other non- 
Muslim financiers. 

With Partition there was a complete exodus of all non-Muslim 
elements, and a sharp contraction in credit facilities ensued. (In 
Sialkot city alone, the withdrawal of credit-funds was said to be 
in the neighbourhood of Rs. 80 million.) Similarly, almost all 
the banks which were being managed by non-Muslims were closed 
down by the end of 1947. Newly-established branches of Pakistan 
banks could not provide adequate finance, since the primary basis 
for credit, viz. confidence in the client, was lacking. Some 
attempts were made to rehabilitate credit facilities. A few Muslim 
traders and middlemen entered the field, but they started with 
limited funds and without much assistance from institutional 
lenders. Moreover, credit provided by them proved far costlier, 
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owing to their not having acquired a real stake in the concerns 
financed by them. Among commercial banks, only the semi- 
Government National Bank of Pakistan showed some interest 
after 1950, and at one stage advanced loans of Rs. 500,000. 
However, it was unable to extend its operations, since a majority 
of the small manufacturers had no tangible security to offer 
and the Bank could not, under its charter, lend on personal 
security. 

Some progress has been made by industrial co-operatives, 
particularly in the Punjab, through societies organized for the 
purpose of rehabilitating refugees and for providing employment 
to displaced women. The societies were generally organized with 
the objectives of providing credit to members, purchasing raw 
materials and equipment, selling finished goods, and providing 
educational facilities. ‘he period for which loans are granted 
varies from three months to two years, depending upon purpose, 
and the rate of interest is usually 124 per cent. Revenue loans are 
given mostly in cash, the borrower executing a bond in favour of the 
society and furnishing sureties. He also undertakes to sell his 
finished product through the society if the latter is able to make the 
necessary arrangements for marketing. However, the number of 
workers covered by these societies throughout Pakistan would not 
appear to exceed a quarter million, as compared with an estimated 
5 million engaged in these industries. 

The societies have not been very successful due chiefly to 
inadequate organization. Attention has been unduly concentrated 
on the provision of cash loans, it being generally outside the 
organizing capacity of the society to arrange for the sale of finished 
goods or the supply of materials. Where industrial co-operative 
unions and banks operate as purchase/sale and financing institu- 
tions for the primary societies (they exist at present only in some 
parts of the Punjab), the links are weak and generally the societies 
do not take advantage of any facilities, other than credit, made 
available to them by the higher institutions. 

After Partition, some institutional finance for cottage and 
small-scale industries has been made available through the 
Refugee Rehabilitation Finance Corporation, and in 1955 a Cottage 
and Small-scale Industries Corporation was established. It is too 
early at the time of writing to judge its work, 
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3. MARKETING 

The problem of marketing is partly connected with that of 
finance. Generally speaking, there are three methods of sale: 
(a) the cottage worker may himself go to the neighbouring markets 
to hawk his produce, or he may store it and wait for the customers 
to come to his door—the latter being uncommon due to dire need 
of money in most cases, (b) one person may be chosen to market 
the produce of several workers, but the loss of earnings during the 
period spent in disposal, ignorance of marketing prospects, and 
the absence of any effective spirit of co-operation generally lead 
to the third alternative, (c) marketing through a dealer. The 
marketing problem became even worse after Partition, since 
See gt a ee ees functions 
were_combined) were non-Muslims who migrated to India. 
Knowledge of markets, whether in the sub-continent or abroad, 
went with them and those who replaced them only slowly, had 
neither the experience nor the initiative to retain old markets or 
explore new ones. For several commodities a major part of the 
market was in regions that fell in the Indian Union and trade 
difficulties with that country made sales difficult and in some cases 
the non-Muslims successfully revived the same cottage industries 
in their new homes in India. Again, competition in certain lines 
revived with the rehabilitation of various industries producing 
similar goods in Germany (surgical instruments) and Japan 
(cutlery). A sharp blow was dealt to many of Pakistan’s cottage 
industry exports by the devaluation of the pound sterling and other 
currencies. Many commodities, e.g. sports goods, had been quoted 
in sterling, and as the Pakistan-rupee costs remained largely 
unchanged, this meant a 44 per cent. increase in the sterling-price 
of the goods. This difficulty should, however, be reduced or 
eliminated by the devaluation of the Pakistan rupee in July 1955. 


4. TECHNIQUES AND PROCESSING 
Closely connected with the marketing problem is that of 
techniques of production and processing. In the case of the 
majority of products, there is an almost complete absence of 
standardization which has discouraged the growth of permanent 
markets and certainly deterred some foreign buyers who had 
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placed large orders for certain cottage products on the basis of 
samples displayed in foreign countries. There is also generally a 
lack of finish which has retarded sales to quality-conscious city 
and town dwellers. The average cottage worker is conservative 
and tradition-bound, and since he has few contacts with the actual 
consumer, he is often unaware of changing wants and fashions and 
may continue producing styles or varieties which have gone out of 
vogue. His lack of education makes him naturally suspicious of 
new designs and in any case he is economically too insecure to try 
out new tools or methods in place of the age-old contrivances that 
he knows so well. 

Strenuous efforts are being made to develop and popularize 
an efficient type of pedal-operated automatic loom which can hold 
its own in the production of coarse types of cloth. At present two 
types of Japanese loom are being considered, along with a loom 
developed in Ceylon by a United Nations expert and manu- 
factured in India, and also a loom developed in Ecuador as part of 
the technical assistance programme of the International Co- 
operation Administration. 


5. RAW MATERIALS 

Cottage and small-scale industries also encounter difficulties 
in the procurement of good quality material, tools, and spare parts 
at fair prices. The cottage worker, in particular, is a small op- 
erator, buying in tiny lots and at times without a knowledge of the 
best source of supply. Often he competes with large industrial 
units and pays quite unreasonable prices for low-quality materials 
left over by his competitors. This is the usual complaint of 
small-scale shoe and other leather manufacturers in regard to 
tanned materials. It is also true of handloom weavers who some- 
times pay anywhere from 25 per cent. to 50 per cent. more for 
yarn, compared to power-loom operators. The plight of the 
cottage worker is, if anything, worse if the raw materials are 
available only in distant markets or the cost of the raw material is 
heavy as in the case of gold and silver thread work. In such cases he 
is absolutely at the mercy of the dealers who may exploit him both 
while supplying the raw materials and purchasing the finished 
product. The dealer holds him in thrall because he is also the 
creditor, sometimes meeting even the daily consumption needs of 
the cottage worker and his family. In effect, therefore, the 
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problems of finance, marketing, and raw materials are closely 
connected and need to be tackled together. 

In the background of the foregoing description of problems 
facing cottage and small-scale industries, some indication may be 
given of the attempts made to help them. Pakistan’s Industrial 
Policy announced in April 1948 stated that ‘in view of the pre- 
dominantly rural economy of Pakistan, initial emphasis must 
perforce rest upon the reconstruction and development of agri- 
culture and of industries based upon or connected with it; and on 
the promotion of medium, small, and cottage industries’. A 
conference in April 1949 chalked out the lines of a co-ordinated 
policy toward cottage industries. An Advisory Committee on 
Cottage Industries, representing Governments and _ various 
interests, was set up and was charged with responsibility for 
organizing and developing the small-scale and cottage industries; 
co-ordinating cottage industries with large-scale industries and 
assisting in the marketing of cottage industry products. 

A Cottage Industries Directorate was established in Karachi 
in April 1949 to implement the decision taken by the above 
Committee, and to provide assistance in procuring raw materials 
and markets for finished goods and to give technical guidance to 
the provinces. 

It was next decided to make a detailed survey of cottage in- 
dustries to serve as a basis of future planning. An extensive 
‘Patronize Pakistan Products’ campaign was launched in Sept- 
ember 1949 with the aim of extending internal markets for cottage 
products. Budgetary provision was made in several years. 

The Pakistan budget for 1950-1 provided Rs. 500,000 for the 
promotion of sales of cottage industry products. The funds have 
been utilized to set up showrooms and display centres, at the 
Pakistan embassies and consulates, where necessary information 
about the products is provided to foreign traders. ‘The centres in 
London and New York also accept orders. Similar centres have 
been set up in Pakistan’s leading airports and hotels. Karachi and 
Chittagong centres have designers to provide artisans with new 
designs, while the Karachi, Quetta, and Peshawar centres procure 
raw materials and implements for direct sale to cottage workers 
and purchase their finished products for sale. ‘These are pilot- 
schemes and on the basis of experience gained, it is hoped to 
expand such facilities throughout the country. 
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In the sphere of technical training, the Central Government 
has established vocational training and production-cum-training 
centres and the Provincial Governments also organized a few 
centres. A study mission sponsored by the Governments was sent 
to Japan in April 1951. ‘Two experts in Minakari have been 
brought from Iran, and others are expected under the U.N. 
Technical Assistance Programme. Nine Pakistani craftsmen have 
been sent to Japan for training. 

Some provincial governments have their own schemes for 
helping cottage industries in their respective territories; an 
example being the Development Council set up by the Punjab 
Government at Sialkot to provide technical advice to surgical 
instrument manufacturers. Semi-official organizations such as the 
Quaid-e-Azam Relief Fund, the Pakistan Refugee Rehabilitation 
Finance Corporation, the All-Pakistan Women’s Association, 
&c., have also contributed to the improvement of the lot of cottage 
workers. A sum of Rs. 500,000 from the Relief Fund financed the 
establishment of a housing colony near Karachi for craftsmen 
working in textiles, leather goods, metalware, and woodcrafts. 
Another colony was built near Karachi where the following cottage 
industries are represented: surgical instruments, tent manufacture, 
carpet-weaving, gut manufacture, thread ball, and surgical wool 
manufacturers. A large Industrial Home for Women is also under 
construction at Karachi. 

A sum of Rs. 10 million was provided in the Budget for 1952-3 
and the amount used for the purpose of setting up a statutory 
autonomous public corporation—the Small Industries Corpora- 
tion for financing cottage and small-scale industries and providing 
facilities for marketing and supply of raw materials. Apart from 
giving direct loans, the Corporation is authorized to underwrite 
loans made by commercial and co-operative banks and the issue of 
stock by companies engaged in the finance of cottage and small 
industries. It is also charged with the preparation of schemes for 
the development of such industries (including research and 
mechanization). The maximum loan to an individual would 
normally not exceed Rs. 10,000 and in the case of a company or a 
co-operative society it would be Rs. 50,000, although the figures 
could be doubled with the consent of Government. The Corpora- 
tion may also make loans on a hire-purchase basis, in the form of 
factory building, houses, machinery, and equipment. 
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As mentioned above, it is as yet too early to assess the contribu- 
tion which such a Corporation may make. There is little doubt 
that an institutional framework has now been worked out at the 
Central Government level to attend to the major needs of cottage 
and small-scale industries. Considerable time may elapse, how- 
ever, before action at the provincial and local levels becomes so 
effective as to place Pakistan’s cottage industries on a sound and 
permanently profitable basis. Indeed, there is some feeling that 
there is a multiplicity of agencies with parallel responsibilities, 
and it is the task of the central corporation (Small Industries 
Corporation) to co-ordinate their activities. The Planning Board 
suggests the use of Village AID (Agricultural and Industrial 
Development) organizations for demonstrating improved methods 
to rural artisans. It has allocated Rs. 54-24 million for research, 
demonstration, equipment supply, finance, and special projects.? 
Perhaps the most necessary activity at present is the improvement 
of marketing facilities, thus encouraging institutional credit 
agencies to enter the field. The administrative and technical 
problems involved in integrating and pressing forward with a 
programme of widely scattered small production units cannot be 
minimized, but at least a beginning has been made. 


XI 
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ment. There is a rapid increase in the use of power as new 

techniques of production are developed in industry, trans- 
port, and agriculture. In the case of agriculture in West Pakistan, 
tube-wells are of the greatest importance, as they not only irrigate 
a large acreage, but also assist in combating the water-logging 
problem in areas with surplus water.? In Eastern Pakistan 
pumps are being installed to lift irrigation water from the rivers 


P= and power are vital in a country’s economic develop- 


1 FYPD, Ch. 22, para. 63. 2 See Chapter IV. 
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and streams to higher-level lands. Apart from the extensive use 
of kerosene in millions of homes for lighting, the use of power- 
operated tractors, flour-milling units, and iron-smithies is on the 
increase throughout the rural areas. 

In the absence of intensive and systematic geological survey 
of the territory falling in Pakistan, little was definitely known of 
its fuel resources at the time of Partition. While the hydroelectric 
power potential was estimated to be extensive (5 to 6 million 
kw.), known reserves of coal, oil, and other industrial fuels were 
modest and their exploitation on a small scale. Prospecting and 
survey-work were commenced in earnest after Partition while 
existing producers were encouraged to step up output. Before 
discussing results, it might be useful to give some information 
on present production of coal, oil, and electric power. 


I. COAL 

Coal has been mined for decades in the Dandot fields in the 
Salt Range of the Punjab and in the nearby trans-Indus region 
at Makerwal. The Khost-Sharigh belt, Sor Range and the Mach 
area in Baluchistan, as well as the Beghari area in Kalat State, 
have yielded quantities of low-grade coal, while some lignite is 
extracted from the Kohistan mines in Sind near Jhimpir. Some 
mines have been worked in the Cherat Hills in the North-West 
Frontier. Lignite deposits are known to exist in Southern Sylhet, 
East Mymensingh and North Tipperah Districts in East Pakistan, 
and the Five Year Plan suggests intensification of prospecting and 
survey of deposits, and research and development as to improve 
methods of extraction and utilization of lignite. The complete 
dependence of East Pakistan on imports of coal emphasizes the 
urgency of this development. 

Pre-Partition annual production from the various coal mines 
reached a peak of 390,000 tons in 1946 under the stimulus of 
demand for fuel for brick-kilns in nearby areas and also from what 
is now Northern India. The Indian demand dried up after 
Partition and many mines were disorganized as non-Muslim 
operators left. Production declined to 241,000 tons annually in 
1948. However, the irregularity of coal shipments to Pakistan 
from India resulted in a greatly increased demand for local coal. 
Simultaneously, Government took measures to re-organize the 
industry and production in 1952 rose to a peak of 599,000 tons 
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as against imports of 1-67 million tons. Output in 1954 was 
554,000 tons and imports 1-1 million tons, with no exports.! After 
the decision to convert coal-burning locomotives to diesel-oil 
the railways, which were the largest consumers of coal at Partition, 
were able to reduce their requirements from roughly 45 per cent. 
of total coal utilization in 1950 to about 28 per cent. in 1955. 

The present coal production in Pakistan consists of inferior 
ore, with high sulphur content and consequent low rank as fuel.? 
The coal is therefore mainly used in cement kilns and brick- 
burning, while some is manufactured into briquettes at Quetta 
for heating purposes. Concerted measures are being taken to 
increase utilization and extensive tests are being carried out 
(e.g. mixing with certain types of imported steam coals) to improve 
the utility of the indigenous product for the generation of electric 
power, coal-burning railway locomotives, lime-burning, and also 
for such industrial users as cotton mills, ginning and pressing 
factories, ice plants, and glass factories. 

The Government of Pakistan engaged the services of Messrs. 
Powell-Duffron Technical Services, Ltd., in December 1948 to 
advise on the development of the coal resources of the country. 
Their investigations suggested the presence of substantial deposits 
of coal (below 250 feet) in Baluchistan and the Punjab, some of it 
sufficiently good in quality to raise steam and to generate electri- 
city. They estimated the readily-workable coal reserves of Western 
Pakistan at 165,000,000 tons (77 million tons in Baluchistan, 24 
million tons in the Trans-Indus region and the rest in the Salt 
Range). ‘The area beyond the existing workings at Makerwal was 
considered to be especially promising, if deep mining could be 
undertaken. 

The organization of the coal-mining industry was found to be 
a severe handicap to production. It is operated by small contrac- 
tors and lease-holders without the requisite finance and knowledge 
to improve techniques of production. Before Partition all leases 
in the Makerwal area were held jointly by Hindu and European 
interests, the former being the ‘working partners’. The exodus of 


1 Output in the first ten months of 1956 reached 600,000 tons and the 
PIDC was undertaking development of additional collieries. 


2 FYPD, Ch. 19, para. 29, suggests that production should be increased 
by 500,000 tons during the Plan period, of which 300,000 tons would replace 
imports and 200,000 tons would be assigned to new uses, including 1 50,000 
tons for the cement and fertilizer plants at Daudkel. 
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Hindus led to the re-assignment of leases to new and inexperienced 
allottees. Government took over the Makerwal mines and also the 
Sharigh mines, with the intention of running them as demon- 
stration units after re-equipment, and in March 1954 the former 
group of mines was entrusted to the Pakistan Industrial Develop- 
ment Corporation for rapid development. Communications are 
being improved, arrangements for water-supply extended, and 
new equipment installed. An efficient exploitation of the country’s 
resources is capable of satisfying over half total requirements, 
or about three-quarters of a million tons. Should present and 
future research projects prove the feasibility of using Pakistan 
coals with special boilers, it might be possible to meet a still 
larger proportion of the country’s coal needs from domestic 
mines. 

The Planning Board mentions plans for the setting up of a 
Bureau of Mines, which ‘will be responsible for issuing claims, 
licences, and leases; for collecting and publishing information on 
all phases of mining industry; for economic and technical studies 
and advice; for stimulating and assisting the progress and efficiency 
of the mining industry; for encouraging the participation of 
foreign capital in fuel and mineral development; for expediting the 
import and production of necessary mechanical equipment and 
spare parts; and for other activities designed to make the best 
use of the country’s fuel and mineral resources’.t The Plan 
recommends an overhauling of mining laws and regulations by 
the Bureau of Mines, using models such as those found in France 
or in New York, Utah, or California in the U.S.A. 

In October 1954 a School of Mines was established at Lahore, 
and it is expected to graduate its first class of mining engineers 
in 1959 or 1960. It is recommended in the Plan that there be at- 
tached to the School of Mines a school or department to train 
supervisors and foremen, who will be needed in much greater 
numbers than mining engineers, as development proceeds. 


2. PETROLEUM 
The important producing areas are distributed over several fields 
in the Attock, Jhelum, and Rawalpindi Districts of the Punjab. 
The Khaur, Dhilian, Joya Mair, and Balkassar fields are operated 


i FYPD, Ch. 19, para. 12. 
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by Pakistan Oilfields Limited (formerly Attock Oil Co.), while the 
Chakwal field is operated by Pakistan Petroleum Ltd.1 The 
former company has a refinery at Mograh in the Punjab, which 
refines the crude oil of both concerns. 

Table XXVI gives output of crude petroleum, petroleum pro- 


ducts and coal, from 1948 to 1956. It shows a generally upward | 


trend, which should be continued. ‘Table X XVII also shows 
imports of petroleum products on private account and of coal 
during the same period. The upward trend in petroleum imports 
was considerably greater than the increase in petroleum production 
so that only 20 per cent. of requirements were met from domestic 
sources. 

Oil exploration in Pakistan recommenced soon after Partition 
under concessions granted to the two companies. ‘The Pakistan 
Oilfields Co. Ltd., have been prospecting in the Jhelum District 
of the Punjab and in the Salt Range area. Pakistan Petroleum Ltd. 
pioneered in Sind at Lakhra, but the operation was abandoned 
after drilling to 12,666 feet, after which the company surrendered 
its oil concessions in Sind. Pakistan Petroleum also began 
drilling after 1950 in Baluchistan, and although it failed to strike 
oil, a large field of natural gas was discovered, and is described in 
a subsequent section. It has also pioneered in East Bengal in the 
Pattariya and in the Chittagong Hill Tracts. In September 1954 
a thirty-year agreement was signed with the Standard-Vacuum 
Oil Co., U.S.A., for joint exploration and production of oil. 
The Government of Pakistan is providing 25 per cent. of the funds 
and is to receive the same percentage of oil. On 13th September 
1955 two more agreements for oil exploration were signed, these 
with the Hunt Oil Interests of Texas, and each covered 10,000 
square miles, one being located west of Karachi along the Arabian 
Sea, and the other in the Indus Valley north of Karachi. The 
terms were reportedly about the same as those for the other 
explorations described above.? 


1 Formerly the Burmah Oil Company Ltd., established in 1871. Under the 
new Petroleum Production Rules, 1949, both firms had to set up companies 
in Pakistan. Seventy per cent. of the capital is held by the parent concerns 
and the remainder was offered for suscription to Pakistan nationals, the Govern- 
ment of Pakistan taking up the amount not subscribed by the public. 


2 Pakistan Affairs, 26 September 1955. 
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3. ELECTRIC POWER 

At the time of Partition, effective capacity was estimated at 
40,000 kw. or 57 per cent. of the installed capacity of 75,028 kw. 
in public undertakings. ‘The short-fall was primarily due to the 
dilapidated condition of most thermal stations, which had been 
worked unrelentingly during the war years, with little regard for 
overhaul or repairs. Many stations closed down after Partition 
for varying periods, or had to be operated by untrained staff, 
following exodus of qualified management. ‘The situation in East 
Bengal was rather more difficult. Generating capacity owned by 
public utility agencies was only 15,600 kw. (less than Lahore 
City) and no supplies were available from stations in Indian 
territory, whereas West Pakistan continued to receive approxi- 
mately 16,000 kw. from the Jogendernager Station. 

Measures were swiftly planned to improve the situation. An 
Industries Conference was held in December 1947, and set up a 
ten-year target of 500,000 kw. A Power Conference in April 1948 
considered both technical and functional problems, with special 
reference to the development of hydroelectric power. A Central 
Engineering Authority (CEA) was established on the recommen- 
dations of the Conference to co-ordinate major engineering 
projects in the country and to bear special responsibility for 
examining, co-ordinating, and pressing forward with schemes for 
the exploitation of the water and power resources of the country. 
An international combine of engineering firms, Messrs. Merz- 
Rendel-Vatten-Pakistan (MRVP) was appointed as technical con- 
sultants to this Authority. 

Before deciding finally on targets for power development, 
studies were undertaken by the CEA and the MRVP. A detailed 
survey of existing thermal installations was carried out to discover 
reasons for lowered output and reduced efficiency and to suggest 
measures for restoring them to full capacity and to evolve an inte- 
grated plan for the procurement of essential replacement material. 
A project was subsequently prepared and its execution is well 
under way in the Punjab, for providing 7,800 kw. of additional 
power. An intensive assessment of estimated power requirements 
over the next fifteen years was also undertaken. On the basis of this 
‘load-survey’ a plan was prepared for the generation of electri- 
city and for country-wide transmission by means of suitable 


212 THE ECONOMY OF PAKISTAN 


inter-connections between steam, diesel and hydro-electric stations, 
which would eventually constitute two large networks or ‘grids’, 
one in the East and the other in West Pakistan. These plans are 
being implemented as part of the country’s development effort. 
From 1947 to 1955 about 90,000 kw. of generating capacity was 
installed in West Pakistan and 11,851 kw. in East Pakistan.1 By 
1960 it is planned to instal an additional 431,000 kw. in West 
Pakistan and 169,000 in the East, with its concomitant trans- 
mission facilities. ‘The ultimate capacity in East Pakistan from 
projects included in the Plan would be 258,000 kw. so that 
89,000 kw. would be added after the Plan period.? Another 
300,000 kw. is planned for West Pakistan after 1960, entirely 
from Mangla. Broadly speaking, the power programme is pro- 
ceeding in the following stages: (a) the installation of additional 
plant at some of the existing stations and the rehabilitation of old 
thermal stations, (5) the installation of diesel units, (c) the con- 
struction of large steam stations, and (d) the execution of large 
hydro-electric power projects. 

A short description of important projects and stations in Pak- 
istan, including those under construction, is as follows: 


(1) Malakhand (N.W.F.P.) 

This was the only major hydro-electric station in the country 
at the time of Partition.* It is situated at Jabbon on the Mala- 
khand Pass and uses the waters of the Swat River for generating 
9,600 kw. of power (inclusive of 3,200 kw. from its standby steam 
set). Capacity was extended after Partition and an additional 
10,000 kw. were brought into commission in December 1951 at a 
cost of Rs. 5:6 million. The extension has helped to electrify rural 
areas in Peshawar Disitrict, where many of the villages now have 
electrically-driven flour mills, oil-expellers, &c. Power from 
Malakhand is also being supplied to the Rawalpindi District of the 
Punjab. 


(2) Dargai (N.W.F.P.) 
The ‘tail-race’ of the Malakhand station has a discharge of 
1 Excluding privately owned installations (see p. 216, n. 1, below). 
2 FYPD, Ch. 18, para. 38. The rate of increase in expenditures is expected 
to be much greater in East Pakistan because of previous relative neglect. 


3 There was also a small station at Ronalkhand in Bahawalpur State with a 
capacity of 1,000 kw. 
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1,350 cusecs and this has been diverted at Dargai into a 20,000- 
foot channel constructed along a hillside to produce a natural fall 
of 250 feet. Four sets of generators have been installed, each with 
a capacity of 5,000 kw. ‘The capital cost of the plant is Rs. 15-5 
million. Work started in 1948-9 and was completed in 1954. The 
Dargai power-house is inter-linked with Malakhand and a high 
voltage transmission line is under construction to feed the main 
load centre for the Punjab at Wah, eighty-five miles away. 


(3) Rasul (Punjab) 

The Rasul Station is the largest hydro-electric station now 
operating in the country. It utilizes the ‘head’ available from 
the Upper to the Lower Jhelum Canal, where a maximum fall of 86 
feet is available. The installed capacity at the station is 22,000 kw., 
but since the water-discharge varies between 2,622 cusecs in 
summer and 1,400 cusecs in winter, the station has a firm capacity 
of only 11,900 kw. The cost incurred on the generator section 
of the project was Rs. 85-7 million and a substantial outlay is 
being incurred for a distribution network fed from Rasul. 


(4) Canal-Fall Projects (Punjab) 


Three projects are being developed to utilize a number of low 
‘head’ falls on the Upper Jhelum and Upper Chenab Canals for 
generating hydro-electric power. Estimated to cost Rs. 45 million, 
they are expected to generate 36,000 kw. on completion in 1957. 
Construction is under way on the projects at Chichoki-Mallian, 
Shadiwal, and Gujranwalla. 


(5) Warsak (N.W.F.P.) 


This project involves the construction of a dam, thirty miles up- 
stream from Peshawar on the Kabul River shortly after it enters 
Pakistan from Afghanistan. An installed capacity of 160,000 kw. 
is planned. The project is multi-purpose in character. Ahigh canal 
taken from Warsak’s reservoir will provide irrigation for 93,000 
acres in tribal territory and another million acres may be irrigated 
with the help of tube-wells to be operated from off-peak power 
made available during certain months of the year. It is expected 
that Warsak will provide power for working marble quarries at 
Mullegori, coal mines in the Sharat Hills and in Kohat District, 
as well as gypsum and copper mines in Mohamand territory. It 
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will also make the Kabul River navigable, thus possibly furnishing 
an alternative for certain types of traffic through the Khyber Pass. 
Electrification of some parts of the railway system of north-west 
Pakistan may also be possible with cheap power from Warsak. The 
scheme received sanction in September 1952, but the Draft Five 
Year Plan of May 1956 reported that “There was no substantial 
progress owing to changes in plans and delays in arriving at 
important decisions.’ The cost of the project, including trans- 
mission lines, is placed at Rs. 156 million, of which ‘external’ 
expenditure and part of the rupee funds are being provided by 
Canada under the Colombo Plan. 


(6) Kurram-Garhi (N.W.F.P.) 

As part of an irrigation project for storage and diversion of 
the waters of the Kurram River through a permanent head to the 
existing Bannu Civil Canals, a hydro-electric station with a 
capacity of 4,000 kw. is being installed. It is expected to be 
completed in 1958-9 at a cost of Rs. 6 million. 


(7) Karnaphuli (East Bengal) 


Work is in full swing on the construction of an earth-dam on 
the Karnaphuli River at Silchari, where a generating capacity of 
160,000 kw. is planned. In Phase I only half of this quantity of 
power will be developed, and the first set of generators, with a 
capacity of 40,000 kw. is scheduled for commissioning in 1958. 
Like Warsak, this is a multi-purpose project, and its reservoir 
will help control floods in the river basin by absorbing the flood 
peaks. It will also help maintain a minimum flow of water in the 
Karnaphuli River and raise the water level at Chittagong to ensure 
better navigation facilities. Its power is expected to help increase 
cultivated areas through pumps which will drain 5,000 square 
miles of water-logged areas and will also irrigate an estimated 
million acres of land in the dry season. The project is expected to 
cost Rs. 254 million, of which the first phase involves Rs. 182.8 
million. 


(8) Schemes under Consideration 
In addition to the above projects, a number of schemes are under 


1 Ch. 18, para. 95. 
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consideration. Mention may be made of the Mianwali hydro- 
electric and tube-well scheme in the Punjab, which envisages 
utilization of the surplus waters of the Thal Canal, taking off from 
the Indus River. The scheme is under detailed examination by 
Canadian experts, and if approved is likely to be executed in 
three stages, starting with 25,000 kw. and rising to a goal of 
125,000 kw. 

Plans are also being worked out for generating power at the 
multi-purpose Mangla Dam on the Jhelum. Current plans 
envisage the generation of 75,000 kw. by 1963-4 though potential 
capacity at the site is estimated at 300,000 kw. The cost of the 
generating unit in the first stage is reported to be in the neighbour- 
hood of Rs. 42:5 million, and if approved the project may be 
commissioned in 1960. 


(9) Thermal Stations 


Important steam and diesel stations at the time of Partition 
were at Karachi (13,996 kw.), Lahore (17,450 kw.), Dacca 
(3,000 kw.), Multan (2,900 kw.), Rawalpindi (4,500 kw.), and 
Hyderabad (3,784 kw.). Additions have since been completed in 
some centres, and others are projected to meet the rapidly increas- 
ing demand for power. 

Thermal power was required to meet the sharp increase in de- 
mand after Partition, since hydro-electric developments naturally 
take a great deal more time to survey and construct. With the 
establishment of numerous textile mills and other light industries 
in Karachi after Partition, the Karachi Electric Supply Corporation 
expanded its capacity by 8,400 kw. with the help of a Central 
Government loan of Rs. 4-5 million. However, the load continued 
to mount and many industrial plants could not operate at full 
capacity because of the power shortage. The city was allotted a 
30,000 kw. steam plant under the priority plan, but the Corpora- 
tion was unable to obtain the necessary funds for its construction 
from private sources. The Central Government, therefore, in- 
vested Rs. 18 million in the shares of the Corporation and in June 
1955 a loan to meet the external expenditures on the project was 
obtained from the International Bank for Reconstruction and 
Development for $13-8 million (mainly in pounds sterling and 
German marks) at 48 per cent. interest with a maturity of fifteen 
years. A part of the proceeds is being applied to the rehabilitation 
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of the existing power plants in Karachi, the extension and im- 
provement of transmission and distribution facilities and for 
engineering services. Even this doubling of existing capacity 
will only partially meet the increased demand for power, and 
further extentions of 30,000 kw. are being planned. Private 
industry installed another 28,000 kw. by 1955 in Karachi alone. 
The power load around Dacca also developed rapidly, as the 
town was chosen the capital of East Pakistan, and the Adamjee 
Jute Mills at Narayanganj and other industrial establishments 
made greatly increased demands on the power supply. An ex- 
pansion of 3,734 kw. was effected by the Dacca Electric Supply 
Co. by the end of 1952. A diesel station with a capacity of 
18,000 kw. has been recently completed at Siddhirganj, near 
Dacca, and a steam station with a capacity of 30,000 kw. has also 
been provided under the Priority Plan and may be completed 
by the end of 1956. Power demand at Chittagong rose after 
Partition, with development of the port as described in Chapter 
XIV calling for a great immediate increase in residential and com- 
mercial demand, followed later by an increased industrial activity. 
A diesel station of 6,000 kw. was originally planned, but its 
capacity was increased to 10,000 kw. and its installation was 
completed in 1955. The Chittagong station is being connected 
with Siddhirganj and with the Karnaphuli hydro-electric station, 
eighty-three miles away. The growth of the Chalna Port, with 
consequent trade and industrial activity has resulted in the 
provision of a 10,000 kw. station for nearby Khulna (Goalara). 
In addition to the Karachi developments noted above, West 
Pakistan has had other increases in electric generating capacity 
at Lyallpur, Montgomery, and Hyderabad. The pre-Partition 
capacity at Lyallpur was negligible, but various projects have added 
24,000 kw. capacity. Perhaps the largest single project now in 
active preparation is the Sui Gas Power Station, scheduled to have an 
installed capacity of 105,o0okw. before the end of the Plan Period.? 
Hyderabad, Sind, had a pre-Partition capacity of 2,124 kw. 
which has increased to 7,400 by mid-1953, plus a steam plant 
under construction with a projected capacity of 15,000 kw. 


1 FYPD, Ch. 18, para. 100. Total private installations in the Indus Basin. 


were 51,000 kw. in the same period. In East Pakistan, an estimated 41,000 kw. 
were installed by private industries. 


2 FYPD, Ch. 18, para. 288. 
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In summary, it is estimated by the Pakistan Planning Board 
that Rs. 541 million will be spent on power alone, during the 
period 1955-60, in addition to Rs. 1,095 million on multi-purpose 
projects (Tables XXVII and XXVIII).1 The development of 
hydro-electric plants, in particular, is very slow, partly because of 
difficulties in procurement of equipment and partially because 
of lack of sufficient trained personnel. Hence it will not be surprising 
if expenditures lag behind the planned estimates. The frequent 
changes in plans on the part of provincial authorities and the 
jurisdictional controversies within Government on the distri- 
bution of responsibility for planning and execution of power 
projects between the Central and Provincial authorities have also 
retarded development. 


4. NATURAL GAS 

While prospecting for oil in Baluchistan in 1953 the Pakistan 
Petroleum Company struck a field of natural gas at Sui, about 350 
miles north of Karachi, with reserves originally estimated at two 
and a half trillion cubic feet. Later measurements plus the dis- 
covery of another large field at Ochi in the Sui neighbourhood have 
increased the estimate to over 5 trillion cubic feet, or enough 
to supply 110 million cubic feet of gas per day for more than a 
century. A loan of £5 million was negotiated with the IBRD and 
six private British Banks for the construction of a 16-inch pipeline 
from Sui to Karachi via Sukkur and Hyderabad.? ‘The pipeline 
was completed and the gas started flowing to Karachiin 1955. Gas 
requirements at the outset were estimated at 37 million cubic feet 
daily, chiefly for the power stations at Karachi and the cement 
works, cotton textile mills, and other factories along the line. 
Plans are being made to pump the gas north to feed a 105,000 kw. 
power plant at Kot Adu. Schemes for a thermal generating plant 
at Lyallpur and a hydro-electric station at Mianwali were aban- 
doned, in the light of the availability of the new fuel, and power 
requirements in West Pakistan as a whole are being reassessed. 

A field of natural gas was struck near Sylhet in East Pakistan 
in 1956 which is unofficially estimated to be at least as large as that 
of Sui. The quality of the gas is regarded as excellent for boiler 
fuel and tentative plans exist for a 10-inch pipeliné from Sylhet 
to Dacca. 


1 FYPD, Ch. 18, para. 149. 2 IBRD Press Release No. 362, 2nd June 1954. 


POWER DEVELOPMENT IN WEST PAKISTAN 


Name of Project 


INpus_ Basin 
1. Multipurpose} 
Warsak P 
Warsak high voltage grid 
Kurram Garhi : : 
Kurram Garhi transmission 
2. Power 
Rasul hydel scheme 
Karachi electric supply 
Thal Power b 
Nationalization of Sind elec- 
trical undertakings 
Dargai and Malakand hydro- 
plants and extensions : 
Interlinking N.W.F.P. and 
Punjab Grid System 
Lyallpur Steam (2 < 4,000) 
Montgomery Steam (2 X 3,000) 
Extension of local distribu- 
tion system in Punjab towns 
Abandoned electrical schemes 
Lyallpur diesel (10,000) .. 
Gujranwalla-Daska Sialkot 
extension .. 
Distribution in area . between 
Jhelum and Wah .. 
4 Misc. power schemes 
5 powerschemes . 
Malakhand rural extensions 
Sui-Gas Power Station 
(105,000 kW.) ee ‘ 
Lower Sind thermal system 
Upper Sind thermal ks 
Gujranwalla hydel . 
Shadiwal hydel 
Chichokimilian hydel 
Interlink Punjab Frontier .. 
Small electrical schemes 


1 The Mangla multipurpose project is not included here: it has a potential of 300,000 kw. | 


Table XXVIII 


Total 
estimated 
cost 


Esti- 
mated 
expen- 
diture 


of which 75,000 kw. is to be installed by 1963-4. 


2 Since these are multipurpose projects, costs cannot be shown separately. 


Source: FYPD, Chs. 17-18. 


Expen- 
diture 
estimate 
for 
1955-60 


Period 
of com- 
pletion 


Se — |) 


1955-60 
1956-60 
1954-8 
1956-8 


1946-59 
1954-60 
1954-7 


1947-60 
1949-56 


1952-5 
1950-2 
1952-5 


1947 
1954-6 


1952-7 


1952-5 
1953-6 
1953-6 
1949-6 


1957-60 
1952-60 
1956-60 
1954-7 
1954-7 
1954-6 
1954-5 
1954 


el al alestigh te 
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The capital cost of new industrial plants is reduced when natural 
gas is the fuel, as gas needs no storage tanks, little or no pumping, 
and leaves no ashes. Natural gas also provides raw materials for 
fertilizers and other chemical products. 

The IBRD estimated that during the first year of operation at 
Sui the gas consumption would be the equivalent of approxi- 
mately half a million tons of coal. In other words, gas can imme- 
diately become a major source of fuel and power, and greatly 
reduce the demand for imported coal, thus helping substantially 
to alleviate Pakistan’s foreign exchange problems. 


XI 


RAILWAYS 


covering the sub-continent. Seven of the nine railway 

groups into which the system was divided at the time of 
Partition went to the Indian Union, the remaining two being 
distributed as follows: 


Ro cren lines in Pakistan were a fragment of a larger system 


: Mileage in Mileage in 
Railway Pakistan | India | Total 
North-Western Railway 4,927 1,610 6,537 
Bengal-Assam Railway 1,502 1,775 3)277 


In addition, the N.W.R. acquired 319 miles of the metre-gauge 
Jodhpur-Hyderabad Railway (i.e. the segment falling in Pakistan 
territory), together with some of the rolling-stock and equipment, 
bringing the total mileage of the N.W.R. to 5,246 at the time of 
Partition. ‘The East Bengal Railway (so named after its separation 
from the Bengal Assam Railway) acquired the formerly privately 
owned Khulna-Bhagarhat Light Railway and the Mymensingh- 
Bhairab Bazar Railway giving a mileage of 1,620. The capital-at- 
charge for the Pakistan Railways was estimated at Rs. 1,115 
million approximately. 
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I. THE NORTH-WESTERN RAILWAY 

In spite of the loss of part of the mileage on this railway to 
India, what remained is the largest single system in the sub- 
continent, and there is a mile of railway for every 6,670 persons in 
Western Pakistan. 

The most important route is from Karachi to Peshawar (and on 
through the Khyber Pass to Landikotal on the Afghan border.) 
There are two main lines, between Karachi and Peshawar, one 
passing via Lalamusa and Lahore while a loop takes off from 
Lalamusa through the Chenab colony of Sargodha and Lyallpur 
to Khanewal where it meets the direct line. An alternative route 
links Karachi to the N.W.F.P. via Dera Ghazi Khan and Mianwali. 
Another important line links Karachi to Quetta through the famous 
Bolan Pass. A little-used branch line runs westward for 440 miles 
from Quetta to Zahidan in Iranian territory. Except for 1,000 
miles of double track, the rest of the system is a single-track broad- 
gauge line with a narrow gauge in some hilly and remote areas and 
a metre-gauge in the Hyderabad-Jodhpur Section. 

The principal economic role of the N.W.R. in the past has been 
to move the produce of the areas irrigated by the Indus and its 
tributaries to Karachi and to transport manufactured goods to the 
inland areas and processing centres. The growth of industry is 
slowly changing the pattern of goods traffic. There are several 
lines branching out from the main Punjab line which provide a 
network of facilities for the produce of the fertile doabs of the 
province. The railways also provide transport for the fruit of the 
N.W.F.P. and Baluchistan, with some refrigeration facilities for 
perishable fruits. The metre-gauge section is chiefly used for 
collecting and marketing the cotton crop of a part of Sind. The 
only feasible outlet from Afghanistan to the sea is through Pesh- 
awar or Quetta, and the railway carries most of that country’s 
overseas exports ‘in transit’. A very heavy traffic in textiles, leather 
goods, &c., used to pass between Amritsar and Lahore. Since 
Partition, however, this mutually-profitable traffic has shrunk 


though the re-opening of the route to traffic recently is expected. 


to lead to some revival of trade on this route. The metre-gauge 
connexion with India was also restored late in 1955. 

The heavy wear and tear occasioned by intensive wartime use 
caused considerable deterioration in the efficiency of the railways 
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throughout the sub-continent. Then came Partition, with many 
million refugees moving across the borders. A major share in 
transferring this huge mass of humanity fell on the N.W.R. 
After the refugee movement had subsided, the inter-dominion 
rail links were virtually cut. As a consequence, it became difficult 
to get coal from India by the direct land-route which had con- 
sequently to be shipped by sea around India and Ceylon to Kar- 
achi. Shortage of stationmasters led to difficulties and many 
stations and services had to be closed or discontinued. Financial 
stringency did not permit improvements, beyond works of an 
unavoidable character. (For later developments, see below.) 


2. THE EAST BENGAL RAILWAY 

The East Bengal Railway serves only a part of East Bengal’s 48 
million people, there being a mile of railway for every 27,000 
persons. The major part of the track is metre-gauge, broad-gauge 
accounting for 499 miles; there are only 19 miles of narrow-gauge. 

The railway is divided by the unbridged Brahmaputra, the 
connexion between the east and west zones being maintained by a 
metre-gauge ferry at ‘Tistamukh Ghat-Bahadurabad where 
passengers are taken across on passenger-carrying barges and 
steamers, while goods wagons are pushed on to a barge fitted with 
tracks, which is then towed across to the other bank of the river. 
Great fluctuations in the level of the river require maintenance of 
three steeply graded lines at different heights to approach the 
barges. The track is earth-packed and speeds are very low. At 
both points, small marshalling yards are maintained to deploy 
wagons of different length so as to ensure maximum loading. 
Sometimes the river itself changes its course, and the railway 
stations and ancillary yards have to be shifted from time to time. 
There are other ghat stations at Khulna, Sirajganj, Jagganathganj, 
and Goalundo. All trains terminate at these ghats and passengers 
and goods are transhipped into steamers and taken across to the 
railhead on the opposite bank. There are several transshipment 
points on the E.B.R. where there is a change of gauge, as at 
Amnura, Parbatipur, and Santahar. Transfer with the Indian 
railway is effected at several points. 

Because of the geographical character of the land, with its rivers 
in deltaic stages and innumerable minor drainage lines (khals), 

1 Report of the East Bengal Railway Enquiry Committee, 1949. 
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the chief marketed products of East Pakistan—jute and tea—and 
consumer goods, like piece-goods and salt, are most conveniently 
carried by river steamer. A large proportion of the other com- | 
modities, however, are carried by rail. ‘The sudden increase in 
trafic between the interior of the province and Chittagong since 
Partition has thrown an added burden on the railways. 

Although refugee movements did not affect the E.B.R. in the | 
earlier years after Partition, the railway suffered very seriously _| 
owing to another cause, viz. the strain of wartime use by the 
armies defending India against the Japanese in Burma. Con- | 
siderable rolling stock was added by the Army during the war but | 
the system as a whole deteriorated as repairs and replacements | 
were undertaken only when necessary for strictly defence purposes. 
There being no facilities for ‘heavy’ repairs for broad-gauge | 
locomotives in East Pakistan, these had to be sent all the way to | 
Moghulpura in Western Pakistan, the nearest workshops at 
Kanchrapara, in India being unavailable for use by the E.B.R. 
Similarly, freight transit depots, main stores depots, signalling and 
interlocking workshops, training facilities, and the main running 
shed of the pre-Partition railway system all fell to the share of 
India as did most of the area from which supplies of sleepers(cross- 
ties) and ballast were secured. 


3. RAILWAY FINANCE AND DEVELOPMENT 

The abnormal strain on the railways during the war-years and 
at the time of Partition has been indicated. In the earlier years, 
financial stringency permitted the undertaking of works of 
unavoidable nature only. However, a stage was reached when 
heavy arrears of maintenance of the railway track and equipment 
and long-overdue replacements of rolling-stock could not be 
deferred much longer. With effect from 1950-1, substantial funds 
were provided for carrying through a programme for the rehabilita- 
tion, improvement, and modernization of railway facilities. ‘The 
difficulties and cost involved in importing coal led to an early 
decision to convert coal-burning engines to oil and to introduce 
diesel-electric traction. 

In September 1952, a loan of the equivalent of U.S. $27-2 million 
(at 43 per cent. repayable 1954-67) was obtained from the World 
Bank (see Table XLII), to be disbursed largely in U.S. dollars and 
French francs for the purchase of 78 diesel-powered locomotives, 
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1,194 wagons, 197 carriages, workshop equipment, sleepers (cross- 
ties), &c. Some equipment was also obtained under the Colombo 
Plan. The first phase of the railway programme was due for comple- 
tion by 1956. Workshops for maintenance and repair of the diesel- 
electric equipment have been established along with training 
schools on both the railways. Arrangements are also being made 
for manufacture of carriages at the railways’ workshops, and also 
for manufacture of goods-wagons. The workshops are already 
rebuilding new bodies on existing old under-frames. ‘Twenty-four 
broad-gauge railcars with trailers have been ordered for local 
traffic. On the East Bengal Railway, marine craft used for operat- 
ing the ferry services have been increased. Commencing April 
1950, the same railway acquired a large river-flotilla for moving 
freight traffic between riverine points in the province and for 
providing lighterage at Chittagong and Mangla (formerly Chalna) 
ports. Finally the telecommunications and signalling network 
on the railways have been modernized and expanded. 

By 1955, according to the Planning Board, Rs. 350 million had 
been spent on railway rehabilitation, in addition to Rs. 150 million 
on railway development. Included were: (a) purchase of seventy- 
eight powerful diesel-electric locomotives, (b) purchase of twenty- 
five steam locomotives, 275 coaches and 6,804 goods wagons, (c) 
improvement of amenities, particularly in third-class carriages 
and waiting rooms. Rehabilitation is still incomplete, however, 
and the Five Year Plan includes Rs. 220 million for renewal of 
permanent way. The Rs. 683 million provided for the Plan 
period are divided as follows: 


EXPENDITURES ON RAILWAY DEVELOPMENT, 1955-60 
(million rupees) 


Track. . ss ais rs fe Ny 220 
Rolling stock .. Ws ke a oe 312 
Plant and machinery : - os de 18 
Structural and engineering ‘works .. ie $3 56 
Bridges ia fs 43 
Expansion of N. W. Railway workshops Bg oN II 
Remodelling of Karachi and Landhi on are 4 
Stations é a) ar 19 

Total 683 


The Draft Plan gives the following table of requirements 


PY PD; Chi.'23, para. 332. 
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for rolling stock during the period 1955-60, including items al- 
ready on order.! 


RaILway ROLLING Stock REQUIREMENTS DuRING PLAN PERIOD 
Number More to be 


on order obtained Total 
N.W. Railway 
Diesel-electric engines .. 35 27 72, 
Carriages ae ie 308 150 458 
Wagons .. ene hee 2525 35234 5,759 
Diesel railcars with trailers 24 = 24 
E.B. Railway 
Diesel-electric engines .. 26 — 26 
M.:G. boilers... |.. ats 2 30 a2 
Carriages ra 4 106 40 146 
Fish and motor vans .. 31 — 31 
Bogie tank wagons (in 
terms of 4-wheelers) 294 —_ 294 


In addition to the renewal of the existing railway-track, the 
railways have undertaken the construction of new lines and 97-93 
miles of new track were completed by March 1955 at a cost of 
Rs. 21-4 million. A 43:25-mile track to connect Jessore with 
Darsana on the E.B.R. was the longest line to be completed 
after Partition. ‘Two sections on the E.B.R., each about 10 miles 
in length, which were dismantled during the last war were restored. 
A 20-mile metre-gauge line along the left bank of the Surma River 
in Sylhet to Chattack has been completed to assist in developing 
an area of 250 square miles, rich in agricultural and mineral 
resources, and to provide rail-connection to the only cement 
factory in East Bengal, thereby enabling the area to obtain supplies 
of stone, lime, and boulders from indigenous sources. A single- 
line section between Akhaura and Bhairab-Bazar, about 17 miles 
in length, has been doubled. A survey for a 48-mile railway line 
between Chittagong and Rangamati, the site of the Karnaphuli 
Dam, has also been made. 

On the North Western Railway a 17-mile line was constructed 
connecting the sugar industry centre of Mardan with Charsadda. 
A narrow-gauge section of 76 miles from Jacobabad (Sind) to 
Kashmor (Punjab) is being converted into a broad-gauge section. 
(From Kashmor the railroad is proposed to be extended _ 196 
miles to connect with the existing Sher Shah-Kundian line at Kot 
Adu after crossing the Indus River over the Taunsa Barrage, which 


1 FYPD, Ch. 23, para. 20. 
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is under construction.) This would also help in providing an 
alternate railway route between Karachi and Lahore. Meanwhile 
a number of traffic surveys are under way for new connexions on 
both railways. Existing tracks and bridges on the main lines have 
been strengthened to permit faster traction with the new diesel- 
electric locomotives. Increasing amenities are being provided to 
lower-class passengers. Housing accommodation for the railway 
staff is being expanded. 

For financing this ambitious programme of work, funds are 
being provided both from the general budget of the Central 
Government and by withdrawal from Depreciation Reserve Funds. 
After Partition, the Separation Convention (1921) operating in 
undivided India, which provided for a railway budget outside the 
general budget, was terminated, and the railway accounts were 
re-integrated into the Pakistan central budget. At the same time, 
it was laid down that the Depreciation Fund and other reserves 
should continue to accumulate exactly as before, and no efforts 
would be spared to run the railways on commercial lines.} 

In appreciating the progress made in railway finances during 
the past few years, some factors should be kept in view. Certain 
sections of the railway in Western Pakistan may be characterized 
as ‘strategic’ or ‘non-commercial’; they were constructed in the 
last century to protect and consolidate the northern border area, 
including the Khyber Pass. No less than 1,817 miles of railway 
were ‘strategic’ and run at an annual loss of approximately Rs. 
12°5 million. To reduce this burden, the financial settlement at 
Partition provided for a writing down of the capital-at-charge 
of the railway in Pakistan by Rs. 14 million. ‘Though this measure 
reduced the interest charge on railway assets, these lines still 
remain unprofitable. 

In Eastern Pakistan, on the other hand, the outstanding 
financial problem was related to the geography which made railway 
transport difficult and expensive. River transport on the other 
hand, offered uninterrupted through traffic from many centres to 
the port of Calcutta, avoiding all the difficulties of changing gauge 
and crossing unbridged waters, to which the railway was subject. 
Heavy rainfall and the ever-changing course of rivers presented 


1 Under the new Constitution, effective March 1956, the Railways have been 
transferred to the two provinces, respectively. The actual taking-over from 
the Centre is subject to a transitional period. 
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further obstacles to efficient rail services. (It was noteworthy 
that the Bengal-Assam Railway from which the E.B.R. was taken 
in 1947, registered a loss for each of the thirteen years 1929-42 
and after the war boom was over, it again registered a loss of Rs. 
88-1 million in 1946-7.) 

The problem of surplus staff inherited with Partition was an- 
other serious one. At Partition the railway staff, like other em- 
ployees of the Central Government, was given the option of serving 
either India or the New Dominion of Pakistan. More than half of 
the total—83,000 out of approximately 156,000o—opted for 
Pakistan, so that this country with 20 per cent. of the rail mileage 
received 52 per cent. of the railway employees. At the outset 
22,801 employees were ‘surplus’ of which 13,450 were on the 
East Bengal Railway, entailing an additional expenditure of Rs. 
8 million in 1948-9.1 While a high proportion of optees were from 
the semi-technical and non-technical staff (drivers, guards, fire- 
men, ticket-collectors, crewmen, &c.), there were not enough 
new Pakistan citizens to fill senior technical and administrative 
posts.” Steps were taken to train and utilize the surplus staff 
either on the railways or elsewhere. Although the problem is now 
apparently solved, there may be considerable hidden surplus. 
The average number of employees per track-mile is forty on the 
E.B.R. and twenty on the N.W.R., much higher than comparable 
figures for foreign railway systems. 

Other factors which adversely affected railway finances were 
(a) the diversion of traffic between West Bengal and Assam, 
formerly carried across the E.B.R., and the greatly reduced trafhic 
with India generally, particularly after the trade deadlock in 1949, 
(5) increase in the railway wage-bill on the recommendation of the 
Pay Commission, (c) the high cost of coal and other fuels. 

Despite these difficulties, railway finances showed steady 
improvement though it was necessary to enhance railway fares 
and freight rates in 1948-9 and again in 1953-4. However, the 
increases were effective on a selective basis in consonance with a 
progressive rating policy designed to assist economic growth. 
Commodities like jute, cotton, food-grains, and machinery were 


1 Report of the East Bengal Railway Enquiry Committee, 1949. 

2 Of 1,600 station-masters and signallers, only 375 opted to serve the E.B.R., 
twenty-five out of 140 electricians, and seventeen out of sixty assistant and sub- 
assistant surgeons. 
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exempted from the general increase in rates and wherever neces- 
sary adjustments were made in the rating-structure to assist 
industry. At times ad hoc station-to-station rates were quoted for 
moving raw materials to industrial centres. With the completion 
of the rehabilitation programme and the steady growth of demand 
for railway facilities with economic development, there has been a 
net increase in earnings, enabling the railways to contribute larger 
surpluses to central revenues (Table XXIX). At the same time, 
the railways have received large allotments through the central 
capital budget, only a part of which was drawn from the deprecia- 
tion reserve funds. The strain on the funds has become heavy 
enough to necessitate an increase in the rate of contribution from 
1/60 of the capital-at-charge to 1/45 in 1955-6 and 1/30 in 1956-7. 
Additional contributions have been made on an ad hoc basis in 
some years and supplementary reserve funds created for some 
purposes. On the whole, railway finances could be said to have 
been placed on a sound footing and may be expected to improve 
steadily with the growth of the country. 

The Five Year Plan recommends ‘an imaginative and aggressive 
policy of commercial salesmanship reflected in the general rates 
structure as well as special rates to meet specific cases’. Previous 
rates have ordinarily been based on what the traffic would bear, 
with maximum and minimum limits, within which charges have 
been assessed in consideration of equality of sacrifice and estimated 
costs of services. As noted in the preceding paragraph, rate 
increases of recent years have not been allowed to affect certain 
preferred commodities, so some, at least, of what the Five Year 
Plan has recommended, is being done already. On the other hand 
a survey by a former member of the pre-Partition Indian Railway 
Board, in 1952, resulted in the recommendation that railway rates 
should not be used as a means of encouraging the development 
of new industries, but that any subsidies should be given directly. 
The Plan disputes this conclusion and recommends use of favour- 
able railway rates as a means of encouraging new industries. 


Table 


RAILWAY 
No. of No. of , d 
passengers | passenger phic ‘ bie 
carried miles ony on-m'eS! Revenuest 
——'—_—_—— (Rs. 1,000) 
(millions) | 
I. North-West Rail- ) 
way j 
1948-49 77 3,546 6°4 1,702 N.A. y 
1949-50 67°8 3,685 eD) 1,802 N.A. | 
1950-51 69°7 3,883 7°8 2,223 | 274,620 | 
1951-52 79°2 4,358 8°7 2,523 | 288,991 
1952-53 79°7 4,315 9:0 2,756 | 321,775 | 
1953-54 809 4,138 10"! 2,957 | 340,486 | 
1954-55 85°4 4,393 10'2 2,826 | 348,632 | 
1955-56 87°3 4,409 10°6 2,875 | 354,252 | 
1956-57 N.A. N.A. N.A. N.A. 371,252 | 
4} 
ITa. East Bengal | 
Railway | 
1948-49 67°5 1,346 3°9 637 N.A | 
1949-50 49°9 1,800 471 546 N.A 
1950-51 48°3 1,793 2°9 495 108,461 
1951-52 50°7 1,807 3°7 545 120,339 | 
1952-53 46-1 1,610 3°7 557 136,335 
1953-54 41°8 1,306 377, 509 | 101,836 
1954-55 45°6 1,366 3°3 473 104,910 
1955-56 50°9 1,470 4°0 571 121,038 
1956-57 N.A. N.A. N.A. N.A. 138,026 
ITs. Port of Chittagong 
1948-49 =r = = a = 
1949-50 = = = a7 = 
1950-51 = — = = = 
IQ51-52 = —_ = = == 
1952-53 — = = = 13,521 
1953-54 = = = <1; 10,528 | 
1954-55 = — = = 12,490 
1955-56 ~ — = = 11,183 } 
1956-57 a9 Ee <= = 18,609 | 
III. Total | 
1948-49 139°2 4,892 10°3 2,339 | 333,788 
1949-50 oi 77 5,485 i833} 2,348 | 363,643 
1950-51 118-0 5,076 10°7 2,718 383,081 
1951-52 129°9 6,165 12°4 3,068 | 409,330 | 
1952-53 125°8 5,925 12°7 35313 | 458,110 | 
1953-54 122°6 55444 13°4 3,466 | 452,850 
1954-55 131° 5,759 13°5 3.2909 | 466,032 
1955-56 138:2 5,875 14°6 3,446 | 486,821 i 
1956-57 N.A. N.A. N.A. N.A. 528,340 | 


Source: Demands for Grants, Budget of the Government of Pakistan. | 


1 Totals include minor interest receipts on Improvement Fund which are not 
shown separately under each Railway. 
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STATISTICS 


Working 
expendi- 
ture out 

of revenues 


Appropria- 
tion to 
depreciation 
and other 
funds? 


Interest 
on 
capital 


Contribu- 
tion to 
general 

revenues 


Capital 
expendi - 
ture 


With- 
drawal 
from 
deprecia- 
tion and 
other funds 


Alloca- 


tions 


ec a | | rer | a | |S 


210,302 
200,133 
209,812 
234,642 


117,194 


N.A. 

N.A. 
4,904 
6,237 
9,362 
9,056 
8,273 
8,603 

10,223 


268,326 
274,836 
296,349 
322,410 
334,249 
319,876 
307,240 
312,959 
362,059 


40,455 
42,273 


(+)76,800 


100,725 
143,433 
144,406 
140,000 
114,984 
105,511 
139,922 


107,001 


2 Totals include contributions to Improvement Fund not separately shown 


under each Railway. 


3 Totals are adjusted for contributions to Improvement Fund and the interest 
accruing thereon. 


230 THE ECONOMY OF PAKISTAN 


XI] 


ROADS AND INLAND WATERWAYS 


Pakistan, and roads occupy a similar position in the West. 

Pakistan received about 20 per cent. of the total mileage of 
roads in the sub-continent, but not much over ro per cent. of the 
improved or metalled roads. Moreover, a large part of Pakistan’s 
metalled roads were built for military rather than for economic 
reasons, so we find good roads passing through sparsely-settled 
territory near the North West Frontier region, and mere un- 
improved tracks passing for roads in highly productive areas like 
East Bengal and parts of Sind. 


| ee waterways are a major means of transport in Eastern 


TI. ROADS 
The road mileage in Pakistan at the time of Partition is shown 
in the following table :4 


. Per 
Province > sae Metalled Dane Total ra! ani 100,000 

persons 

East Pakistan 594. 1,028 20,172 21,794 40°! S275 
Punjab 2,694 410 12,883 15,987 25°4 84°9 
Sind 597 160 11,648 12,405 24°5 269°'0 
Baluchistan 586 637 3,453 4,676 8:8 754°1 
N.W.F.P. 1,103 120 1,899 3,122 22°6 95°7 


West Pakistan} 4,980 15327 29,883 36,190 — — 


Total 5,574 2,355 | 50,055 | 57,084 


Roads are classified as national highways, provincial highways, 
district and feeder roads, and minor and village roads. The main 
national highways in West Pakistan are:? 


1 Excluding the States of Bahawalpur, Khairpur, and the Tribal Areas. 
Superior surface roads are of concrete, bituminous materials, tar-macadam, &c. 
Metalled roads are generally water-bound macadam, brick pavement or 
‘kankar’ consolidated. Unmetalled roads, also known locally as Katcha roads, 
are earthen roads. 


2 The Pakistan Yearbook (1949), Ed: S. A. R. Bilgarami, Kitabistan, Karachi. 
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1. Grand Trunk Road, built by Sher Shah in the thirteenth 


century as part of an extensive road system constructed for 
strategic reasons to connect the North West Frontier with Bengal. 
Only 292 miles remain in Pakistan territory—the section from 
Landikotal, at the far end of the Khyber Pass via Peshawar, 
Rawalpindi, and Lahore to Wagah on the Indo-Pakistan border. 
It is the main highway between the Frontier and the remainder of 
Western Pakistan. 

2. Trunk Road (II) runs right through West Pakistan from 
north-east to south-west, connecting Karachi with Lahore. It is 
made up of several inter-district roads with a total mileage of 
783. It is of great commercial importance, as it connects the 
port of Karachi with that part of its rich hinterland that lies 
to the east of the Indus—much of it irrigated. It is never far 
from the Karachi-Lahore rail line, and over certain sections it 
competes with the railway in the transport of wheat, rice, cotton, 
and other agricultural products. 

3. Trunk Road (III) originally connected Baluchistan with 
the capital of India. Its Pakistan portion links Lahore with 
Quetta and with Chaman on the Afghan border, though from 
Lahore to Multan it coincides with Trunk Road (J). It was built 
in the last century by the British in order to facilitate the occupa- 
tion of the Baluchistan Plateau and to command the Bolan Pass. 
Passing over 672 miles, much of which is very rugged terrain, 
it is primarily of strategic importance, but has also helped to open 
up the mountainous Baluchistan territory, and serves as an artery 
for trade with Afghanistan through the Pass. 

The three main inter-provincial roads are similar to the three 
trunk roads but are presently of lesser importance. They are: 

1. Peshawar-Bostan: 'This road, from the capital of the former 
N.W.F.P. to Baluchistan, is 455 miles long, passing through hither- 
to undeveloped country. Its significance has been largely strategic, 
but with the availability of hydro-electric power in the Malakand 
region its importance is growing. 

2. Karachi-Quetta: 'This road runs from the capital of Pakistan 
to the capital of the former province of Baluchistan and is of 
commercial as well as strategic importance, since traffic from 
Baluchistan and a considerable trade from southern Afghanistan 
and some parts of Iran uses this highway. It is 450 miles long and 
competes directly with the railway. 
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3. Dera Ismail Khan-Shikarpur: This 334-mile highway runs 
from the North-West Frontier to the lower Indus valley via Dera 
Ismail Khan and Shikarpur, and is important to local trade. It 
crosses the Indus at Dera Ghazi Khan by a boat bridge which 
has to be replaced by a ferry when the river rises. 

There are numerous feeder roads connecting the countryside 
with the main highways, railways, and river lines. These con- 
stitute 45,000 miles of road, or the bulk of the less than 60,000 
miles of roads of all kinds in the country. All but 4,000 miles of 
such roads are classified as katcha. 

The road network is much less developed in East Pakistan 
as most of the highways in undivided Bengal converged at Cal- 
cutta. Also, the labyrinth of streams facilitates inland water 
navigation and makes it prohibitively expensive to bridge the 
streams and have a genuine province-wide road network. East 
Pakistan’s roads are of local or inter-district importance only, 
serving mostly as feeders to the railways and the river transport 
system, there being no arterial or trunk roads in 1947. Some 
relatively-important roads were classified ‘national’ after Partition, 
but their mileage was only 575, of which perhaps the longest was 
the Dacca-Chittagong trunk. The low road mileage per area 
and per unit of population as indicated in the foregoing table 
suggests an insufficiency of road-mileage in East Pakistan, not- 
withstanding its wealth in inland waterways. It is still difficult to 
get commodities from many interior villages to river or rail 
shipping points, unless and until more feeder roads are construc- 
ted, particularly in northern hilly tracts with little water-transport. 

The same table suggests that most parts of West Pakistan 
could also benefit by a more adequate road network. Sind, in 
particular, has relatively little surfaced roads, and many of the 
roads it has are winding tracks, flooded and impassable even for 
bullock carts over parts of the year when access to markets is 
highly desirable. Unless more and better feeder roads give agri- 
cultural producers easier access to markets they will continue, as 
at present, to be at the mercy of a long chain of middlemen, and 
cannot procure goods from neighbouring towns at reasonable 
prices. Village industries benefit by having a secure local market, 
but they are handicapped by their inaccessibility to raw materials 
outside their locality and by the lack of stimulus which a wider 
market provides. The waste of time, the strain on draught 


ROADS AND INLAND WATERWAYS 233 


animals, and the rapid deterioration of vehicles are other dis- 
advantages of inadequate road facilities. 

After Partition there was a period of relative neglect in road 
construction, due chiefly to lack of adequate organization and 
funds. With the probable exception of the Punjab, other provinces 
were largely content with maintenance, although even this was 
inadequately done in the immediate post-Partition years in some 
parts of the country. A Transport Advisory Council for Pakistan 
was constituted in 1950 to consider problems of development 
of inland transport, including water transport, and to ensure 
co-ordination. The Council required the Provinces to prepare 
five-year construction programmes for new roads and bridges. 
The total programme presented an estimate for 11,415 miles of 
new roads and for improvement of 6,047 miles of existing roads 
at a cost of Rs. g1o million. In view of the requirements in other 
sectors of development it was decided at a conference of Chief 
Engineers held in February 1951 to phase the entire programme 
over eighteen years in three six-year periods. On this basis 
detailed road programmes for construction and improvement 
were submitted in the middle of 1952 and certain schemes were 
sanctioned, with the Central Government contributing a part 
of the cost of construction or improvement to roads of importance, 
despite the fact that roads were a provincial responsibility (except 
in centrally-administered areas and roads of strategic importance, 
which were the responsibility of the Central Ministry of Defence). 
The progress recorded since Partition and the programme for 
construction under way in each province are indicated in the 
following paragraphs: 

(a) East Pakistan: Road building presents intricate problems 
in the low-lying, frequently flooded monsoon tropical region 
wherein most of the population lives. As the country is criss- 
crossed with innumerable water channels, and since their flow 
cannot ordinarily be obstructed for fear of intensifying the already 
acute drainage and flood problems, bridges have to be built at short 
distances. As many as fifty to sixty minor bridges and culverts may 
be needed, on the average, for every mile. It is also necessary to 
throw up banks 5 to 7 feet high across paddy fields. In the past, 
methods of construction depended on soil consolidation under the 
influence of rains over a period of several years. This not only 
involved considerable expense, but meant that road links took 
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years to complete. After Partition the Provincial Government took 
in hand about 100 road projects at a cost of Rs. 160 million, 
involving mainly the provision of minor bridges, culverts, and 
embankments over aroad mileage of 2,o00and the building of some 
major bridges. It was also proposed to metal and surface sections 
of existing roads. A major project, completed since Partition, is 
the Chittagong-Arakan Road, with some 272 bridges. A special 
programme involving the construction and improvement of 750 
miles of roads of national importance over six years was approved 
in 1954. ‘The contract for the construction of embankments and 
paving was given to an Italian road-building firm, which proposed 
to make large-scale use of mechanical methods and to build at the 
rate of one mile per day in the working season. However, dis- 
astrous floods in 1954-5 and again in 1955-6 severely handicapped 
progress and at the time of writing the Provincial Government is 
undertaking work through its own Public Works Department with 
the help of special Central Government aid.! It is expected that 
in the next few years, most of the roads necessary to link Dacca 
with the outlying districts of the province will be completed. 
Foreign assistance is also being made available for a programme 
of elevating and flood-proofing sections of existing roads now 
impassable for almost six months yearly due to weather conditions; 
the project also envisages supply of a laboratory machine shop, 
a timber-treating plant, spare-parts for road-building equipment, 
and for training nationals in its use and maintenance. (The 
Road Research Laboratory will be a counterpart to the Road and 
Building Research Laboratory at Lahore.) Another U.S. project 
in the same field is a Road Development Training Scheme under 
which training centres were opened at Chittagong, Dacca, and 
Bogra for training nearly 300 persons in the latest road-building 
techniques through a two-year course. 

(b) West Pakistan: The former Punjab has implemented a major 
improvement and construction programme since Partition and by 
the end of March 1955, the metalled road mileage had increased by 
over 1,500 miles. The present network is considered adequate for 
the immediate needs of that part of West Pakistan and budgetary 


1 As explained later in this chapter, while roads were a provincial subject 
central assistance was available through a central road fund and a special fund 
for ‘Roads of National Importance’. In the case of East Pakistan special 
provisions were made whereby the province could utilize a part of its regular 
development loans from the Centre for road-building. 
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allocations were therefore sharply reduced with effect from 1955-6. 
However, work on centrally-financed projects is continuing. 
Special mention must also be made of the construction of roads 
in the Thal area as part of the integrated programme of colonizing 
the region; a total mileage of 676 is being constructed at a cost of 
Rs. 23 million. 

The former province.of Sind formulated two road-development 
programmes at the time of Partition. A minor Roads Programme, 
envisaging an expenditure of Rs. 28-5 million, was designed to im- 
prove forty-five existing roads connecting the various districts and 
linking up areas of production, markets, the railways and the main 
highways. Administrative difficulties handicapped progress and 
construction was undertaken as late as 1950-1. The major pro- 
gramme was designed to improve 621 miles of national highways 
passing through Sind and to improve 190 miles of rural metalled 
and 57 miles of rural unmetalled roads at a cost of Rs. 59:9 
million. The programme envisages improvement of the Karachi- 
Peshawar and Quetta-Sukkur roads within Sind. Work was 
started in 1952-3 but progress has been very slow, mainly due to 
administrative delays. In Sind any programme requiring large 
quantities of labour proceeds slowly since there is a shortage of 
labour, accentuated by the labour requirements of the two 
barrages now under construction. However, both road pro- 
grammes are due for completion in the next few years. 

In the North-West Frontier area road development has been 
slow, due chiefly to the fact that the area already has an adequate 
network of modern surfaced roads, constructed primarily for the 
defence of the frontiers of the sub-continent. Growth in popula- 
tion and in agricultural and industrial production has given an 
economic justification for many of these roads. Apart from main- 
tenance, some of the mileage has been metalled and over 200 
miles of unmetalled and ‘jeep’ roads have been constructed. A 
major project under way after 1953-4 was the construction of a 
boat bridge over the River Indus at Pehur, to divert some of the 
traffic pressure on the Attock Bridge. 

Taking all parts of the country together, the Five Year Plan 
Draft indicates that ‘2,850 miles of high-type (surfaced) roads 
have been constructed in the country’. The road-programme 
envisaged by the Plan provides high priority to the completion of 


1 FYPD, Ch. 23, paras. 80-91. 
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roads in progress or on which progress has been interrupted after 
partial execution, road-building in hitherto neglected areas, and 
village roads (unmetalled) connecting the main road system. The 
following table summarizes the programme for the next five years 
(excluding village roads): 


MILEAGE OF NEW AND IMPROVED Roaps, 1955-60 


New Improve- Cost 

Construction ments Total (million Rs.) 
East Pakistan ~ 495 205 700 165 
West Pakistan 1,300 1,780 3,080 175 
Potal 2. 1,795 1,985 3,780 340 


Attention is invited to the fact that 700 miles in East Pakistan 
cost nearly as much as 3,080 miles in the West. Road-building 
is inevitably expensive for reasons noted earlier in this chapter, 
and this helps to explain the past lag in provision of roads for the 
East. The Plan nevertheless provides for completion of existing 
work and for new connexions, such as Dacca-Aricha, Gualando- 
Rajbari-Faridpur-Magura, Jessore-Khulna-Bagherhat, and Tangi- 
Tangail. Improvements are also in store for such roads as 
Chittagong-Arakan, Chandpur-Comilla, and others. 

In West Pakistan, there is provision for a new Indus Highway 
from Kotri to Peshawar, along the west side of the Indus, another 
road, a fair-weather one, from Karachi to Quetta but passing 
through Kalat, and the improvement of some roads linking Quetta 
with Fort Munro and Fort Sandeman. Elsewhere, the Plan 
includes some improvement of the Multan-Bahawalpur and 
Jhelum-Gojra roads and substantial improvement of the main 
artery of West Pakistan—the Karachi-Lahore-Peshawar-Landi- 
Kotal road. 

No financial provision is made for the village roads, as this will 
be part of the Village AID programme, where a sum of Rs. 10 
million is included for the purpose. It is expected that as many 
as 2,000 miles of unmetalled roads will be built with the donated 
labour of the villagers, the Government contribution being 
confined to such items as constructing bridges and culverts where 
such works are beyond the resources of the local communities. 

Provision is also made elsewhere for roads constructed in 
newly-colonized areas for opening up virgin lands coming under 
cultivation through irrigation projects, and also for urban roads. 
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As mentioned earlier, except for the roads in centrally-adminis- 
tered territory and strategic roads, the road network is under 
the care of the provinces or local administrative units. Recogniz- 
ing the limited resources of the provincial governments, and in 
view of the need for central guidance and control, a Road Fund, 
administered by the Centre, was set up in undivided India 
in 1929 to make allocations to provinces for development and re- 
newal of roads. The Transport Conference of May 1949 decided 
to set up a similar Central Road Fund for Pakistan. The Fund 
was financed out of allotments of excise and import duties at the 
rate of 24 annas per gallon of motor-spirits, with retrospective 
effect from the 15th August 1947. Fifteen per cent. of the Fund 
was to be spent on administration and research by the Central 
Government, and the rest was to be distributed among the unit- 
Governments in proportion to their (a) area, (b) population, (c) 
petrol consumption, (d) expenditure on road maintenance. With 
effect from 1954-5 the rate of contribution to the Fund was raised 
from 24 annas to 5 annas per gallon, in order to give further 
impetus to road development. In 1952-3 a sum of Rs. 50 million 
was funded for grant of financial assistance to the provinces for 
the construction and improvement of specified roads of national 
importance, in the form of a 50 per cent. contribution, the other 
half being borne by the unit-authorities concerned. By the end 
of 1955-6, Rs. 30 million from this fund was scheduled to have 
been disbursed for various projects in addition to aggregate 
allocations of Rs. 57-1 million from the Central Road Fund 
(against accretions of Rs. 67-2 million). The expenditure on road 
construction and maintenance was about Rs. 350 million in the 
period 1948-54.1 ‘Thus the central contribution has been of 
marginal, though not of insignificant, proportions. 

The Transport Advisory Council, mentioned earlier, was en- 
gaged in devising a co-ordinated system of communications. The 
functions of the Transport Advisory Council must be of great 
interest to economists, dealing as they so largely do with rail-road 
and rail-inland waterways competition. Such a council in pre- 
Partition India tried to ensure that new roads did not duplicate 
existing means of transport, but fed the railway system and 
the main trunk roads. The trend in West Pakistan has been 
toward nationalization of road transport, as a means of obviating 


1FYPD, Ch. 23, para. 79. 
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unhealthy and uneconomic competition between the road and rail 
systems. To this end, Road Transport Boards were established 
in the former provinces of West Pakistan for running nationalized 
road transport services and the railways were given representation 
on these Boards by amendment of the Motor Vehicles Act in 1951. 
However, only passenger transportation was being taken over by 
Government services, goods transport being left, for the present, 
with private operators. By 1954 the total route mileage covered 
by public road transport was 13,000, served by 850 buses, which 
cover about 24 million passenger-miles a year. The enterprise 
yields 5 to 27 per cent. on capital in different parts of West 
Pakistan.1 Since competition in many phases of economic life 
has proved to be a constructive force which gives the consumer 
better or cheaper service, it will be interesting to watch the ex- 
periment in West Pakistan in which road passenger traffic is made 
to supplement, rather than compete with, rail passenger traffic. 

The number of motor vehicles (excluding those of the armed 
forces) on the roads in Pakistan was 61,000 in 1954 as against 
25,000 at the time of Partition and the increase is as follows:? 


Year 1947 1948 1949 1950 1951 1952 1953 1954 
No. motor 25 28 34. 51 54 59 59 61 
vehicles 
(000) 


2. INLAND WATERWAYS 

An extensive waterway system was developed in the lower 
reaches of the Ganges and the Brahmaputra with East Bengal as 
the hub of this system. Other river systems in the country are 
not perennial, or have very wide fluctuations in flow during the 
course of the year. Some shift their courses frequently, neces- 
sitating heavy expenses in maintenance and shifting of jetties. 
The building of huge dams and barrages without provision for 
locks has further obstructed navigation. In Western Pakistan the 
Indus and some of its tributaries offer adequate natural facilities 
for navigation, although the rates of flow vary considerably 
during the year. However, railway competition appears to have 
been a potent factor in preventing inland water transport from 
assuming major proportions. By 1835 steam navigation had begun 
on the Indus, and an ‘Indus Flotilla’ was operating in 1859. 

iF YPD, Ch. 23; paralig3: 2 Ibid., para. 92. 
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However the Sind Railways acquired the river fleets in 1870 and 
dismantled them in 1882—not necessarily with regard to the in- 
terests of consumers or of the economy as a whole. The great 
irrigation projects of the Punjab came to consume most of the 
waters from West Pakistan’s rivers during the cold season. During 
the hot weather, the strong current of the Indus was an obstacle, 
while the fluctuating levels of the river in its lower reaches 
caused inundation of wide kachas on both sides, making access 
difficult, except at certain places. The canals are often wide and 
deep enough for navigation, but their regulators obstruct traffic 
at frequent intervals, apart from the fact that craft travelling at 
moderate speeds would damage the sides of even the largest 
canals by wave-wash. An example of the indifference to this 
mode of transport was provided by the construction of the 
Sukkur Barrage in the nineteen-thirties without any navigation- 
lock. ‘There has been a change of policy in this respect, however, 
with the provision of two locks in the Jinnah Barrage at Kala- 
bagh, completed just after World War II. 

Eastern Pakistan, however, is the heart of a well-developed 
and efficient river navigation system, as the numerous tributaries 
of the Ganges, Brahmaputra, and Meghna, and the streams into 
which they divide in their lower reaches, are navigable over an 
extensive length, and over 1,000 self-propelled and a very large 
number of other craft ply on them. The waterways provide, 
especially in the rainy season, almost the only means of trans- 
port between the thousands of villages situated near the banks of 
the rivers, while the five principal inland ports of Narayanganj, 
Chandpur, Barisal, Khulna, and Goalundo serve as the chief 
distributing centres of the water-borne trade of the province. 
At the present time over three-quarters of the total traffic of the 
province is carried on its waterways. The year-round mileage 
in the past was about 4,000, but this figure has been progressively 
reduced by the gradual silting up and shoaling of the rivers. 
The existing year-round mileage is less than 2,500, though it is 
estimated that 5,000 miles are navigable during the monsoons. 

While the bulk of the traffic on the rivers (over 45 million 
passengers and 10 million tons of cargo) is carried on 
thousands of owner-operated small river craft, there are 
few large operators. Indigenous private enterprise and the 


1 FYPD, Ch. 23, para. 60. 
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railways! have taken a certain share in the movement of jute. A 
number of medium-sized operators also run regular motor-launch 
and other services for short-distance traffic. However, the most 
important part of the commercial traffic, mails and passengers, 
are carried by two British-owned enterprises,* known as the Joint 
Steamer Companies, with a fleet of over 500 craft and several 
hundred ‘flats’ employed as transit sheds and landing stages.? 

The river companies have been successful in acquiring an 
increasing share of freight-traffic. While they had to spend some 
money on ‘channel-markers’, upkeep, repair and moving of 
jetties, &c., their overheads are nowhere comparable to the heavy 
cost incurred by the railway on the maintenance of track. The 
post-Partition break-up of the old Bengal-Assam Railway into 
four parts, followed by difficulties in obtaining wagons and the 
other dislocations consequent on Partition, handicapped the rail- 
ways further, but did not damage the Joint Steamer Companies 
to the same extent. For instance, the Joint Steamer Companies 
could offer uninterrupted service from Assam across East Bengal 
to Calcutta, or, for that matter, from the jute presses of East 
Bengal to the jute mills of Calcutta. The railways which serve 
the jute-growing areas are metre-gauge and therefore, in most 
cases, transhipment to broad-gauge would be necessary for ship- 
ments to Calcutta. The railways in the past have quoted special 
station-to-station cheap rates, attempting to meet this competition, 
and such cut-rates may have been one of the contributing causes 
for the recurrent losses of the old Bengal-Assam Railways.* 


1In 1950 the East Bengal Railway purchased a ‘Railway Flotilla’, with a 
number of sea-going barges (forty-one light barges and nine diesel tugs), 
from the Philippines, and commenced hauling jute from Narayanganj and 
other inland river stations to Chittagong for direct loading on ocean vessels. 
The Flotilla is capable at full utilization of carrying 50,000 bales of jute 
per month, while rice, sugar, cloth, salt, and other essential commodities 
could be carried on the return haul. The Flotilla is ‘all-weather’ and can 
negotiate the 22 miles of open sea north of Chittagong. It has been augmented 
recently by two ‘pushers’, a fully-equipped floating work-shop, a 30-ton floating 
crane and some dispatch boats. 

2'The River Steam Navigation Co., and Indian Navigation and Railway Co. 
have their head offices in London but are managed by agency companies 
registered in Pakistan. 

3 FYPD, Ch. 23, paras. 59-76. 

4'The River Companies, however, have also not been able to avoid losses 
in the years after Partition, due to the high cost of coal which the companies 
were required to purchase from the railways at higher than market cost, due 
to the operation of a system of coal-price equalization. 
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The greater efficiency of water-borne traffic is inherent in the 
geography of the region. Transport development must neces- 
sarily lie in the direction of an improved waterways system. The 
cost of dredging and maintaining waterways which have silted up 
and are therefore not available for year-round navigation would be 
‘very small compared with building and maintaining either roads 
or railways of equal mileage’.1 At the same time a carefully 
thought-out co-ordination of rail and steamer services would be 
of great benefit to East Bengal’s economy. Needless to say, the 
co-ordination should not be done by partisans of either method 
of transportation, if the interests of East Bengal as a whole are to 
be served. 

The improvement of the waterways system has proceeded in 
two major directions: (a) the dredging and draining of the water- 
ways, and (db) the provision of a number of services, such as 
navigational aids, lighterage, pilotage and salvage facilities, main- 
tenance of inland ports, survey of vessels and country craft, 
provision of terminal facilities, &c. The former involves the 
clearing up of the beds of certain dead rivers and the opening of 
other blocked water-channels through a systematic removal of 
huge deposits of silt accumulated over many years. It also in- 
volves the deepening of existing channels and the opening of new 
ones. Since the rivers are constantly changing levels and even 
their beds, it is necessary to conduct drainage operations based 
on hydrographic surveys on a continuous basis. A start was made 
in 1953 when the Provincial Government acquired twenty large 
and 16 midget dredger-vessels at a cost of Rs. 17-3 million. 
Schemes for the deepening of existing spill and cross-channels 
of the Padma River and the opening up of direct inland routes 
between Narayanganj and the sea-ports are under way. ‘The 
resuscitation of the ‘Bhil Route’ between Narayanganj and Chalna 
is expected to reduce the distance to 150 miles, compared with 
200 miles during the monsoon and more at other times. As noted 
in Chapter IV above, the multi-purpose projects now under 
construction in East Pakistan will be of great benefit to inland 
navigation. The Karnaphuli Project will improve navigation 
facilities along an 80-mile stretch of the river. 

The complete Ganges-Kobadak multi-purpose project will 
involve the construction of a sixty-mile canal providing a direct 


1 FYPD, Ch. 23, para. 67. 
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inland water route between the Bay of Bengal and the Ganges 
River for the largest inland-water vessels. The entire Brahma- | 
putra Project (of which the Ganges-Kobadak is a part) should, 
when completed, enable a major expansion and improvement 
of all navigational channels and open up the whole province to 
river traffic through an all-year network of over 4,500 miles. 

Much less has been done in the matter of providing the ancillary 
facilities for the waterways. The Joint Steamer Companies operate 
some dredgers and provide certain navigational aids and some 
buoys. Workshop facilities have been privately owned, though 
in recent years the provincial government, in collaboration with 
the Pakistan Industrial Development Corporation has set up | 
three major workshops at Narayanganj, Barisal, and Chittagong, 
while the Government dockyard at Narayanganj is being modern- _| 
ized and its facilities extended to permit undertaking of structural 
repair and re-building work. A UNESCO team has been charting 
the course of magnetic storms since 1953. The Five Year Plan 
provides for a well-balanced programme of inland-waterways 
development, as follows: 


Rupees in millions 


Dredging of navigational channels .. ie she 25 
Buoyage, lighting, and navigational aids es Kr 10 
Development of inland ports .. 6 
Inspection and ancillary craft, administration "buildings 
and a radio-telephone network Bee he ae 5 | 
Public investment in inland-water transport .. 5 30 | 
Pilot project for new craft and towage methods 2 5 i 
Pilot project for mechanizing and modernizing country 
craft 4A at ie A a 2 
‘Total’™ 2. 83 


The Planning Board has also recommended the establishment 
of an Inland Waterways Board to ensure co-ordinated program- 
ming and unified responsibility and control of all waterways and 
river conservancy services, inland ports, terminal and storage | 
facilities, and supervision of inland-water transport generally, | 
including the levy of port dues and other charges and registration | 
of vessels, &c. 

Another field in which a great deal of work remains to be done 
is in the introduction of improved techniques in construction and | 
propulsion of inland vessels and the modernization of country | 
craft with improved designs and materials and mechanized tow- | 
ing. A pilot project is under way as a joint Government of 
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Pakistan/ECAFE/ICA enterprise, designed to assess the draught 
and length limitations which must be taken into account in arriving 
at the most efficient and commercial designs of ships for use in 
East Pakistan waters. It should also help in determining whether 
(a) pull-towing, or (b) push-towing, would be better than the 
existing system prevalent in East Pakistan of towing ‘about’. 
(In the U.S.A. push-towing has proved the superior system.) 
In addition to this, schemes exist for research on the most econo- 
mical methods of mechanizing country-craft, and their construc- 
tion with improved designs and materials. 

In summary, it appears that the inland transport system of 
East Bengal is reasonably efficient as it is, and that projects now 
afoot will greatly increase that efficiency, to the great benefit 
of the economy of the province. 


XIV 
PORTS AND SHIPPING 


1. PORTS 


INCE a major portion of Pakistan’s foreign trade, and nearly 
S all the trade between the two parts of Pakistan, must pass 
through its ports, it is natural that there should be a con- 
siderable development of ports immediately after Partition. 
Western Pakistan has approximately 500 miles of seacoast, 
a large proportion of which has deep water close to shore. Karachi 
is the only important port in this region, although the Baluchistan 
coast has minor ports at Jiwani, Pasni, and Ormara, while the Sind 
coast has Sorimian and Mehbunder. Karachi became a major 
port of call after the extensive development of canal irrigation in its 
hinterland. It serves as a normal outlet not only for virtually 
all of Western Pakistan but also handles the seaborne trade of 
Afghanistan and parts of Eastern Iran. Karachi was a fishing 
village and small port with a population of only 14,000 at the 
time of the British conquest of Sind in 1843. It developed slowly 
until the First World War of 1914-18 brought about a rather 
sudden increase in its economic significance. 
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Starting as an anchorage where only small ships could ride 
safely inasheltered lagoon, the port today has twenty-two berths for 
ocean-going ships and twenty moorings for coastal vessels. Of the 
former, eighteen berths are on the East Wharf in a continuous line. 
One of its export yards is used exclusively for cotton while the other 
is a combined railway-cum-export yard. Incoming cargo is dis- 
charged either into a modern transit shed or directly into railway 
wagons. The turn-around time for ships calling at Karachi com- 
pares favourably with other ports in South Asia. Since Partition 
the storage capacity has been increased substantially and arrange- 
ments for water supply have been improved. 

Repair facilities were made available in the early days of World 
War II, for the first time, when a special berth was constructed 
for that purpose and leased to private firms, of which there are 
four at present. A ship-repair yard, greatly modernizing such 
facilities, has recently been completed, while a ship-building yard 
is nearing completion. The Pakistan Navy has commissioned a 
420-foot drydock, but this is reserved for defence vessels. A 
commercial drydock is a priority project in the Development Plan 
and is expected to cost at least Rs. 6,370,000. 

The steady growth in trade through Karachi has led to the 

launching of ambitious programmes for further expansion. The 
East Wharf is being reconstructed at an estimated cost of Rs. 
115-1 million, and the International Bank for Reconstruction and 
Development has loaned the Karachi Port Trust the $14-8 million 
required by the project for imports and other remittances abroad. 
The project is divided into two main phases: (a) construction of 
a quay wall, and (5) remodelling of the yard behind the quay wall. 
Thirteen of the eighteen berths on the East Wharf will be rebuilt. 
The remodelling of the yard behind the wall will provide for single- 
storey transit sheds, storage plinths, overflow plinths, trade 
plinths, roads, bridges, drainage, electric lighting, pipelines for 
oil and for fresh and salt water, and the remodelling of the railway 
yard. It is expected that the project will be completed by 1961 and 
after modernization of the port its capacity will increase by 40 
per cent. The port is administered by the Port Trust under the 
Karachi Port Trust Act VI of 1886. The Trust is presided over 
by a full-time chairman, appointed by the Central Government, 
which also has direct supervisory powers in the overall adminis- 
tration of the port. 


PORTS AND SHIPPING 245 


The Central Government have also sanctioned an ambitious 
scheme for providing a fish harbour near the East Wharf, a mile 
from the open sea. It will provide a fish curing yard and adequate 
freezing, storage, and marketing facilities. The project also en- 
visages servicing facilities to make possible the use of mechanized 
craft, more efficient facilities for existing commercial craft, and 
technical assistance in developing new fishing grounds and in 
methods of catching, processing, and marketing fish and fish 
products. This project is estimated to cost Rs. 9:4 million of 
which the International Co-operation Administration (U.5S.A.) 
will provide $1-4 million.t On completion the Fish Harbour will 
at least double the Karachi supply of fresh fish besides increasing 
employment for fishermen and for producers of fish oils, fish 
meal, and fertilizers. The Five Year Plan contemplates investment 
of Rs. 76-1 millions in twelve shipyards between 1955 and 1960, of 
which Rs. 20-4 million will be spent in East Pakistan. 

Tables XXX-XXXII give an outline of the traffic of Karachi, 
Chittagong, and Khulna-Mangla.? Karachi’s chief export is raw 
cotton. Other exports are wool, hides and skins, salt, bones, 
cement, oilseeds, and (surplus years only) foodgrains. Chief 
imports are textiles and yarn, machinery, iron and steel, fuels, 
vehicles, and a large variety of consumer goods. 

At present there is no other port of importance in West Pakistan, 
though Pasni, about 300 miles west of Karachi, may. develop into 
a significant port. It has a natural harbour, and has road con- 
nexions with Quetta and other Baluchistan rail and road junctions. 
It was once a fairly important port, but was destroyed by an earth- 
quake in 1937. Government has selected a site for construction of 
a modern town near the old city and port. Pasni may thus serve as 
a closer and more convenient port for Baluchistan and parts of 
Eastern Iran, besides being an alternate port in times of emergency. 
Pasni’s hinterland produces wool, hides and skins, dates, fish, and 
minerals. Under an I.C.A. project,? American experts are 
investigating the engineering and economic feasibility of various 
schemes for development of both port and surrounding area. 

Although it has always been a highly productive area with a large 


1 Project Agreement No. 11, ‘Karachi Fish Harbour’, 4 January 1953. 
2 FYPD, ch. 23, Tables 2, 3, and 4. 


3 Project Agreement No. 2: ‘Baluchistan States Union Development’, signed 
27 June 1953. 
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Table XXX 
TRAFFIC THROUGH THE PorT OF KARACHI, 1948-55 
Year Inward | Outward Total 
(April-March) (thousand tons) oe 
1948-9 1,603 940 2,543 
1949-50 1,916 925 2,841 
1950-1 2,302 1,172 3,474 
IQ51-2 2,688 1,076 3,764 
1952-3 3,017 897 3,914 
1953-4 2,664 895 3559 
1954-5 2,157 915 3,072 
Table XXXI 


TRAFFIC THROUGH THE PorT OF CHITTAGONG, 1946-55 


(April-March) 


1946-7 87 156 243 
1947-8 198 124 322 
1948-9 413 252 665 
1949-50 710 295 1,005 
1950-1 1,207 423 1,630 
1951-2 1,321 400 1,724 
1952-3 1,054 540 1,594 
1953-4 1,031 510 1,541 
1954-5 go2 490 1,392 


Table XXXII 


TRAFFIC ‘THROUGH THE PORT OF KHULNA-MANGLA, 1951-5 


(July-June) 


1951-2 192 210 402 
1952-3 94 335 429 
1953-4 123 313 436 
1954-5 88 391 479 


foreign trade, East Pakistan was served by the great port of Cal- 
cutta, for the most part, prior to Partition, and developed no major 
port of its own. Its 350 miles of coastline had the seaside towns of 
Sitakhund, Cox’s Bazar, and Chittagong, the last-named being in 
a natural harbour about eleven miles from the sea on the Karna- 
phuli River. Its history dates as far back as the twelfth century 
when Arab merchants from Basra and Baghdad brought their 
rich and varied merchandise to the port. In exchange they took 
with them jute, rice, betel nut, chillies, silk, the famous Dacca 
muslins, and tea. After Nawab Mir Kasim ceded it to the British 
in 1760 it lapsed into comparative obscurity until the completion 
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of the Bengal Assam Railway in 1895, when it became a natural 
outlet for the products of East Bengal and parts of Assam. How- 
ever, the much greater development of Calcutta, with its extensive 
railway network, caused Chittagong to lapse into comparative 
neglect. With Partition, however, it suddenly became for a time 
virtually the sole outlet for the sea-borne trade of Eastern Pakistan. 
Strenuous development efforts have succeeded in increasing its 
capacity from 500,000 tons annually to about 2 million tons. At 
one time it was planned to increase Chittagong’s capacity to 
3 million tons, but with the growing importance of Chalna, its 
capacity will not be greatly increased in the immediate future. 

Chittagong had only four jetties in 1947, in addition to one oil 
mooring which could also accommodate small rice ships and an 
outer anchorage with a maximum capacity of 12,000 tons where 
oceangoing vessels could be ‘topped up’. Extensions immediately 
after Partition increased capacity to five jetties. A wooden dock 
laid by the military during the War was converted into a salt jetty 
to enable salt ships to be berthed at the salt golas, thus reducing 
pressure on the general jetties which could then be employed 
purely for general cargo. The berthing capacity has now been 
raised to accommodate sixteen ships and covered storage ac- 
commodation has been increased from 320,000 square feet to 
700,000 square feet. A long-term expansion plan is under way for 
the construction of seven new jetties and numerous ancillary 
works, such as sheds, cranes, bridges, marshalling yards, office 
buildings, and staff quarters. One of the new jetties has been 
completed and the remaining six are nearing completion. Some of 
the other ancillary works are completed and four cranes have been 
received, while the other twenty-four electric cranes are on order. 
Chittagong is thus scheduled to have twenty-two permanent 
berths and 1-8 million square feet of covered storage accommoda- 
tions, with a handling capacity of somewhat over 2 million tons 
annually. 

Feeder services at the port are the railways (60,000 tons monthly 
capacity), the Joint Steamer Companies (52,000 tons monthly 
capacity), and an additional 12,000 tons by the steamer companies 
to meet the requirements of the outer anchorage. In 1950 the 
railways acquired a river flotilla which has further increased the 
feeder capacity. The railways have estimated the volume of 
traffic for the next few years as follows: 
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Tons per month 


Raw Jute 62,500 
Jute manufactures 16,333 
Food grains (imports) 45,000 
Salt 20,000 
Tea 3,333 
General cargo 50,000 
Miscellaneous cargo (chillies, wax, 2,000 


hides, skins, tobacco, cotton) 


While jute is much the most important export, mention 
may also be made of tea, since Chittagong is easily accessible 
to the tea estates, and its special handling facilities assure 
arrivals of tea consignments in the London market in perfect 
condition. 

The administration of Chittagong Port is partly the responsi- 
bility of the Commissioners of the Port (who are responsible for 
the river works) and partly that of the Central Government. 
Finance for development has been channelized through the 
railways. There are plans for construction of a dry-dock. 

Chittagong is subject to flood and cyclonic disturbances during 
part of the monsoon season. Detailed surveys of the Rivers 
Passur, Meghna, and Harringhata were therefore carried out in 
order to find alternative port sites. The result was a decision to 
locate an anchorage at Mangla (formerly at Chalna) on the Passur, 
about sixty miles from the sea and twenty-five miles from the 
important inland navigation city of Khulna. It was officially estab- 
lished at the end of 1950, and two years later it was declared 
permanent. As indicated in the foregoing Table XXXII, it is now 
handling about half a million tons annually—roughly equivalent 
to the trade of Chittagong at the time of Partition. It is likely that 
its capacity will be further increased to at least a million tons, since 
its location close to the jute presses gives it sufficient natural 
advantage to overcome the handicaps of any new port far up a 
shifting river. All shore installations are at Khulna, and consist of 
pontoon landing stages and warehouse facilities with rail sidings.1 
A number of service vessels, a tug, harbour and survey launches, 
and an inspection barge have been secured, and it is expected to 
acquire new vessels such as an anchor-buoy, diesel-motor life- 
boats for pilotage and an inspection launch, light floats and water 
and fuel barges during 1955-6. The Five Year Plan calls for a 


1 The 1957-8 Central Budget includes Rs. 300,000 ‘for the initial expenditure 
on the construction of the import wharf and sheds at Khulna’ (White Paper, 


para. 114). 
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permanent wharf on steel piles at Khulna. It is also planned 
to set up a small shore workshop at the anchorage. Expenditures 
to date have been in the neighbourhood of Rs. 30 million, and 
additional expenditures of Rs. 12-5 million are forecast during the 
Plan period. 


2. SHIPPING 

Pakistan has an infant but growing mercantile marine fleet. 
In 1947twoshipping companies registered in Pakistan had approxi- 
mately 6,000 tons, but it was not until much later that Karachi 
was declared a ‘Port of Registry’. By 1956 the seven shipping 
companies registered in Pakistan had twenty merchant ships with a 
dead weight of 180,000 tons, handling over a million tons of traffic 
between the two wings of the country. Part of this tonnage is 
specially designed to meet the needs of the Haj (pilgrimage) traffic 
and tramp services.” 

The rapid increase in tonnage is traceable to the official policy 
of allocating traffic on the coastal routes in proportion to the 
tonnage owned by each company. A substantial part of the tonnage 
thus acquired was obsolete, being over thirty years old, and the 
companies were not in a position to purchase more than six up-to- 
date vessels. Except for the Haj traffic, Pakistani ships have so 
far been largely confined to the coastal trade between East and 
West Pakistan. In a normal year they carry food-grains, salt, 
rape-seed, edible oils, and general cargo from Karachi to Chitta- 
gong or Mangla. Some general cargo moves in the opposite 
direction and Pakistani ships sometimes pick up Indian coal at 
Calcutta on their return voyage. The present level of traffic 
is sufficient to absorb about 110,000 tons of shipping and 

' there is not at present enough trade between Eastern and Western 
| Pakistan to keep all Pakistani vessels busy. Thus in an abnormal 
year like 1952, when food shortage in West Pakistan prevents the 
export of food-grains to East Pakistan, the shortage of business 
_ 1s particularly painful to the shipping companies. Such a situation 
| of surplus vessels is, to say the least, surprising, since the trade of 
| the country is large enough to absorb many times the present 
tonnage, if any significant share of Pakistan’s foreign trade is 
carried in Pakistani vessels. However, the obsolete tonnage is 
uneconomical to operate in competition with well-equipped 
1 FYPD, Ch. 23, para. 45. 2 Ibid., paras. 47-58. 
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foreign lines. Lack of adequate dry docking and repair facilities 
necessitates expensive waits in foreign centres, thus increasing 
overhead costs. Moreover, Pakistani companies generally carry a 
higher complement of crew than many foreign companies, with 
consequent added expense. The shipping companies have also 
claimed that the Government has not co-operated with them in the 
fixing of freight rates. A Shipping Advisory Board exists for this 
latter purpose, but has not been active thus far. ‘The Government 
has not always used Pakistani vessels for its own freight. Finally, 
the greater part of the foreign trade is carried by foreign shipping 
companies organized into ‘Conference Lines’ which customers 
tend to regard as monopolies. Unless Pakistani lines can organize, 
or themselves secure membership in the ‘Conference Lines’, they 
are likely to continue to find competition very difficult. Six of the 
Pakistani companies did organize a joint office in Karachi in 1952 
to pool cargo orders originating in that port. 

The Planning Board estimates that ten of the twenty ships now 
in service should be scrapped before 1960, and six other trans- 
ferred to international trade, leaving only four in the coastal 
trade. Six new ships should be acquired for coastal trade by 
the end of the Plan period. In order to carry 10 per cent. of 
Pakistan’s foreign trade by 1960 it will be necessary to purchase 
five new vessels, to supplement the six transferred from coastal 
trade.1 The Plan contemplates an eventual expansion to sixty or 
more ships. 

The Plan considers private enterprise ill-adapted for the task of 
building up merchant shipping rapidly, pointing out that it has had 
ample time and encouragement, but has been unable to provide 
suitable vessels and service. Therefore it is recommended that a 
National Shipping Corporation be formed to participate in 
international and coastal traffic. Existing companies should be 
invited to contribute cash or ships at a fair valuation, and thus 
participate along with Government in the Corporation. Foreign 
experts will be required for the first few years, before the senior 
cadres can be filled by trained and experienced Pakistanis. 

The Control of Shipping (Amendment) Act of 1950 provided for 
the appointment of a full-time Controller of Shipping to admin- 
ister the licensing system which the Act inaugurated. Under the 
Act, the Government of Pakistan are empowered to grant licences 


1 FYPD, Ch. 23, para. 52. 
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without which foreign ships may not participate in Pakistan’s 
coastal traffic. This measure is designed to give the necessary 
protection and encouragement to the development of a national 
mercantile marine and to meet the situation arising out of the 
discrimination shown by Indian authorities against Pakistani ships 
engaged in coastal trade. However, as noted above, Pakistani 
vessels would not be kept busy even were they to carry all coastal 
trade, so increase in efficiency of ships and of repair facilities 
would seem to be essential for Pakistan to take a significant place 
in the maritime world of South Asia. It is hoped that the licensing 
provision of the Act will provide for adequate training in the higher 
cadres of Pakistani nationals, and their employment in the 
ancillary services of shipping. Meanwhile, a Merchant Navy 
Academy is being set up at Juldia Point, on the Karnaphuli 
River with a training ship as an adjunct. The Academy will 
impart preliminary training to cadets desirous of qualifying as 
executive and engineering officers. 


XV 


CIVIL AVIATION AND 
TELECOMMUNICATIONS 


two wings of Pakistan is by air, as travel by land across 
Indian territory is subject to several customs examinations 

at the frontiers, while the sea route around the peninsula is very 
time-consuming. Moreover, the increasing tempo of modern life 
creates in Pakistan, as elsewhere, a demand for air services within 
each of the two wings. The development of civil aviation has 
therefore been a priority item in the communications programme, 
and considerable progress has been achieved in the last few years. 
The airport at Karachi, the federal capital, has long been 
one of the busiest in Asia, as it is on the main trunk routes from 
the East to the Mediterranean and Western Europe. But with the 
exception of this well-equipped airport, there was in 1947 little 


| only rapid and convenient means of travel between the 
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else by way of trained personnel, maintenance and repair services, 
well-developed ancillary airfields, or a commercial air fleet, and no 
airline was registered in Pakistan. Soon after Partition Orient 
Airways transferred its headquarters from Calcutta to Karachi. 
At that time it was a small operator with one scheduled service 
between Calcutta and Rangoon via Akyab. Under standstill 
arrangements with India, this service was permitted to continue 
and a temporary air agreement in October 1947 enabled new 
services to be introduced, linking East Bengal with Calcutta. 
Pending the formulation of a civil aviation policy, Government 
requested Orient Airways to undertake additional services for 
evacuating isolated groups of Muslim refugees from India, for 
supplying some of the northern-most states that acceded to 
Pakistan and for connecting the two wings of the country. 

The official policy announced in December 1947 left civil 
aviation for the time being to private enterprise, subject to public 
regulation through a licensing system and the allocation of routes. 
Licences were to be granted to only two carriers to prevent 
ruinous competition that had emerged in India after the end of the 
Second World War, when disposal sales of surplus aircraft had 
enabled the mushroom growth of a number of small operators 
(including Orient Airways which started in 1946 with a fleet 
consisting almost entirely of war-disposal re-conditioned Dakotas). 

An Air Licensing Board was established, and it selected Orient 
Airways and Pak Air Ltd., the latter being an enterprise organized 
by ‘Islamic Airways Ltd’ with support from the U.S. firm of 
Trans-Ocean Air Lines. Pak Air Ltd. started regular operations 
in August 1948 but was closed down in 1950 after two serious 
accidents. Meanwhile, Messrs. Orient Airways continued to 
expand. From a route mileage of 685 at Partition, it was covering 
4,960 miles by September 1948 with the inauguration of East-West 
Pakistan flights and by March 1949 the route mileage had risen to 
11,304, with services to India and Burma in addition to its domestic 
flights. It also participated on a charter basis in the movement of 
pilgrims to the Hedjaz for the Haj pilgrimage. During this 
period, it acquired (with Government financial aid) three 
Convair aircraft for supplementing its Dakota fleet. In 1953 a 
hitherto non-scheduled operator, Messrs. Crescent Airways, was 
licensed for regular operations over short-haul routes in West 
Pakistan. 
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By 1952 it was becoming apparent that private operators were 
not in a position to develop air trafic on a much wider scale. 
It was therefore thought that “Government must . . . accept the 
position that they have to subsidize the . . . passenger traffic 
between West and East Pakistan’.1 As a first step, a provision 
was made in the Two Year Plan (see Chapter XXVIJ) for the 
purchase of planes capable of non-stop flights between the two 
wings and three Super-Constellations were ordered, at a cost of 
Rs. 25 million. The Department of Civil Aviation in the Ministry 
of Defence was entrusted with the task of organizing an airline to 
operate the aircraft and to train Pakistani personnel for their 
operation and maintenance. In June 1954 the first non-stop flight 
connecting Karachi with Dacca was inaugurated by Pakistan 
International Airlines, a government-owned operator. It was 
decided to subsidize the traffic in order to bring it within reach of 
middle-class travellers and the ‘tourist’ rates provide perhaps the 
cheapest air travel in the world.2 The cost of the subsidy was 
estimated at Rs. 1-7 million in 1955-6. In February 1955 P.I.A. 
also started its first service to London via Cairo on a frequency of 
once weekly. 

It was decided by the Government early in 1955, tomerge Orient 
Airways and Pakistan International Airlines into the Pakistan 


International Airlines Corporation, which is an autonomous public 


corporation. This is a logical result of the decision to subsidize 
the Government airline. Orient Airways would not have been 
able to compete on these terms on the East-West Pakistan run 
and with this traffic lost, it would have found it even less feasible to 
continue operations on the short-haul routes. As it was, Orient 
had never been able to pay a dividend to shareholders. With its 
Dakota fleet rapidly depreciating, it was in no position to raise 
new capital on the market. The authorized capital of the new 
Corporation was fixed at Rs. 50 million, and its paid-up capital in 
March 1956 was Rs. 36°8 million, of which Rs. 27-5 million 
represented Government investment while Rs. 9:3 million was the 
value of assets taken over from Orient Airways in exchange for 
shares in the Corporation. The Corporation is being subsidized 
by Government on the ground that ‘any venture of this kind would 


1 Report of the Economic Appraisal Committee, para. 352, Government of 
Pakistan, Karachi, 1952. 


2 Budget for 1956-7, Government of Pakistan, Karachi, para. 126. 
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involve unavoidable losses in the initial stages’ ;1 its losses in the 
first three years of operations are to be reimbursed by Govern- 
ment. Since it commenced operations in March 1955 the Corpora- 
tion has registered a loss of Rs. 10-9 million in its first year, but 
it is expected that this will be reduced to Rs. 6 million in the 
second year. As a further measure of assistance to the Corporation, 
the import duty on aviation spirits consumed by it is waived. In 
addition to daily flights linking Karachi with Dacca, both directly 
and via Lahore, and the weekly Karachi-London service, there 
are a number of services linking both parts of the country with 
Calcutta, Bombay, and Delhi. In 1955 it operated on an un- 
duplicated route mileage of 11,732, carrying 113,165 passengers 
and 3,100 tons of freight, an increase of nearly 50 per cent. and 
25 per cent. respectively over 1954. 

Major problems facing the Corporation—and Orient Airways 
before it—have been the lack of experienced staff and ancillary 
facilities. It was inevitable that in the earlier stages foreign 
personnel had to be recruited in large numbers by the country’s 
airlines. However, a policy of developing training facilities and of 
attaching local personnel as under-studies or sending them overseas 
for training has alleviated the situation. As early as 1948 an Air- 
ways Training Centre was organized at Karachi for Aerodrome 
staff and a Communications School was added for training radio 
operators and technicians. The training facilities at Karachi have 
been continuously improved and are now available for the entire 
ECAFE (Economic Commission for Asia and the Far East) 
region. 

The training and recruitment of pilots has been considerably 
facilitated through the Flying Clubs at Karachi, Lahore, Dacca, 
and Peshawar. The first two were in existence before Partition and 
the one at Dacca was organized soon thereafter, the Peshawar 
Club being started only in 1956. The Clubs are subsidized by 
Government, both in the provision of training planes and operating 
expenses, especially fuel costs. Pilots trained at the clubs are 
employed by the domestic airlines and the Pakistan Air Force. 
Recently the subsidy available to the clubs from the Air Force 
has been directly related to the number of members in the clubs 
who are willing to join the Air Force or its Reserve. Air training 

1 Budget for 1956-7, para. 126. 

2 Pakistan Affairs, Embassy of Pakistan, Washington, D.C., 30th July 1956. 
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units have also been developed in the country’s universities for the 
same purpose. 

Meanwhile an ambitious programme for the training of tech- 
nical-executive personnel of the Pakistan International Airlines 
Corporation has been launched with the signing of an agreement 
with Pan-American Airways. The latter is to be paid for its 
services by the I.C.A. (International Co-operation Administration) 
as part of its technical assistance programme. The project costs 
$1°75 million, which will pay for the contractual services of Pan- 
American and also finance better technical equipment and other 
facilities at the airports. 

In respect of maintenance and overhaul facilities, as early as 
December 1947 the Government had stated an intention to 
establish a servicing company for the repair, overhaul and con- 
version of airframes and engines, and for the training of technical 
personnel for this purpose. A servicing company was formed in 
1949 under the title of ‘Pakistan Aviation Ltd.’ with a capital of 
Rs. 4 million, under arrangement with Messrs. Airwork Ltd. of 
the U.K., for the supply of the necessary technical personnel. 
All types of aircraft on register in Pakistan can now be completely 
overhauled in the country. The aero-engine overhaul shops estab- 
lished in 1952 at Karachi and Dacca can check and calibrate 
engines after overhaul, and the engine repair units also manu- 
facture and re-work certain engine parts. Air-conditioned shops 
have been built in East Pakistan for the overhaul of fabric-covered 
components and aircraft instruments. 


“The general aeronautical engineering standards now obtaining in 
Pakistan are equal to the standards maintained by domestic operators 
in other parts of the world... With the added experience of Pakistani 
engineers, it has been found possible to reduce the number of foreign 
nationals engaged and the latter now comprise less than one per cent. 
of the persons employed in civil aeronautical engineering. The majority 
of senior engineering posts are now filled by Pakistani engineers.”! 


T. AIRPORTS 


At the time of Partition, there were five ‘civilian’ airports in 
West Pakistan (Karachi, Lahore, Quetta, Hyderabad, and Multan) 


1 Asian Review, Volume L, No. 184: ‘Civil Aviation in Pakistan’, October 
1954. 
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and three in East Pakistan (Chittagong, Dacca, and Sylhet).1 In 
addition, there were a number of airstrips used by the military, 
especially in East Bengal, which was an advanced base for air 
operations in Burma during the Second World War. 

However, only the facilities at Karachi were of the required 
international standards. Its civil airport at Drigh Road had a run- 
way of 2,500 yards and good terminal buildings.? It has since 
been further improved and some of the other airports have also 
been developed so that the number of international airports has 
risen to four, the additions being Dacca, Chittagong, and Lahore. 

At Karachi a second runway was constructed and later extended 
and strengthened to take jet planes. It was the first airport in the 
East to be equipped with the latest night lighting equipment (in 
1949); a modified ‘Calvert’ lighting system being installed later at 
Dacca (Tejgoan). Storm-warning radar equipment and V.O.R. 
has brought Dacca up to the standard of a Class One Airport in 
South-east Asia.? Nawabshah has been developed as an alternative 
airport for Karachi and is fully equipped with night-flying facil- 
ities and with adequate accommodations for passengers and air- 
crews. Both at Karachi and Dacca, instrument landing systems 
are now in operation. ‘The terminal buildings at Karachi have been 
substantially extended to take care of the increasing traffic at the 
airport, which now ‘compares favourably with the other terminals 
of the world’.4 


2. CIVIL AVIATION AND THE FIVE YEAR PLAN 

According to the Five Year Plan, the principal development 
expected in the next five years is the opening of services to a 
number of airstrips from present major airports, using light planes 
carrying eight to twelve passengers. This should not be very 
expensive, since no ground facilities other than runways are 
required.® It is estimated that five to eight light aircraft will be 
required for these services during the Plan period. The only 
major airport to require extensive expenditures before 1960 is to be 


1 Economic Survey of Pakistan (International Islamic Economic Conference, 
Karachi, November 1949). 

2 Pakistan (Overseas Economic Surveys: H.M. Stationery Office, London, 
1O5i): 


3 Asian Review, loc. cit. 4 Ibid. 5 FYPD, Ch. 23, para. 105. 
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the Walton Airport at Lahore, although most of the other airports 
require further development of communication services, so that Rs. 
18 million have been earmarked in the Plan for airport develop- 
ment, besides another Rs. 14 million for communications and 
navigation equipment. 

The Plan also calls for additional services between major air- 
ports in Pakistan, and between Pakistan and India, with three new 
medium-range aircraft. Also of some importance is the plan for 
the establishment of a fully-equipped workshop at Karachi. The 
cost of the new planes and workshops is estimated at Rs. 31 million, 
while the cost of training personnel is placed at Rs. 15 million. In 
a sense, most of these costs, even much of the cost of training 
personnel, may be considered ‘capital costs’, since Pakistan is 
quickly building up a sizeable civil aviation establishment, with 
heavy initial costs. When a full cadre of flight and maintenance 
personnel have been trained it may be expected that expenses for 
training will decline greatly, unless there is continued very rapid 
expansion in services. 


3. AIR AGREEMENTS 

Pakistan became a member-state of the International Civil 
Aviation Organization in 1947 and has been a participant at its 
annual and divisional meetings. The country has concluded 
agreements with seventeen countries: U.S.A., Sweden, India, 
Ceylon, Australia, Norway, the Philippines, the U.K., Denmark, 
Iraq, France, Switzerland, the Netherlands, Ethiopia, Syria, 
Egypt, and Turkey. Twelve foreign airlines serve Pakistan’s 
airports. 


4. POSTAL SERVICES 

There were 5,650 post offices in Pakistan in 1947, and by 1956 
this number had increased to nearly 10,000. All first-class mail 
between East and West Pakistan is carried by air, according to the 
Plan. An ambitious training programme is in operation, and this 
has been particularly necessary in view of the relatively small 
number of Muslims with experience in senior post office positions 
at the time of Partition. 

The postal savings and insurance systems have been described 
in Chapter XXII. Among the miscellaneous services of the post 
offices may be mentioned the sale of anti-malarial medicines in 


S 
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rural areas. The financial picture from Partition to mid-1955 is 
given in Table XX XIII below:? 


Table XXXIII 


Post OFFICE REVENUE ACCOUNT, 1947-55 
(thousand rupees) 


Year Receipts Expenditures Surplus or Loss 
1947-8 10,026 14,205 — 4,179 
(74 months) 
1948-9 22,747 27,001 — 4,254 
1949-50 26,779 34,204 — 7,425 
1950-1 30,458 33,765 13,307 
IQ51-2 36,020 33,846 2,174 
1952-3 41,790 36,938 4,852 
1953-4 44,078 36,954 7,124 
1954-5 33,861 39,174 5s 


The Five Year Plan calls for capital expenditures of Rs. 17 
million. The first priority is to be given to providing a post office 
or a less expensive postal agency in each village of 2,000 or more 
population. This would add 1,500 to the number of offices and 
agencies. Post offices are to be built in country towns where the 
present offices occupy rented quarters. Karachi should have 
appropriate postal headquarters, a modern General Post Office 
and a modern sorting office, although it may be that only the 
sorting office will be built before 1960. Mechanical equipment, 
training centres, staff quarters, maintenance shops, and stores 
are also mentioned in the Five Year Plan as items to be considered 
in connexion with capital expenditures in the next few years. 


5. TELECOMMUNICATIONS 

(1) Telephone service has increased very rapidly, from 15,283 
telephones grouped in 242 exchanges in 1947-8 to 37,076 telephones 
in 439 exchanges in 1954-5.2 Trunk or long distance exchanges 
have been opened at Dacca, Rawalpindi, Peshawar, Lahore, 
Rohri, and Hyderabad, and inland trunk calls increased from 
334,000 in 1947-8 to 1,362,000 in 1954-5. There are now three 
radio telephone channels between the two wings of the country. 


1 FYPD, Ch. 24, para. 2. 


2 White Paper on the Budget of Pakistan 1957-8 (p. 42), gave 47,000 as the 
approximate number of connexions in March 1957. 
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A telephone factory has been established at Haripur, where 
instruments are assembled. The financial results of operation 
of the telephone system are given in Table XXXIV:1 


Table XXXIV 


'TELEPHONES—OPERATING RESULTS, 1947-55 
(thousand rupees) 


Year Receipts Expenditures Surplus 
1947-8 3,728 35323 405 
(74 months) 
1948-9 12,092 yey 4,958 
1949-50 13,841 8,658 5,183 
1950-1 17,939 10,216 W572 
1951-2 17,880 12,400 5,480 
1952-3 20,935 11,149 9,786 
1953-4 22,333 11,708 10,625 
1954-5 24,053 10,962 13,091 


The rapid expansion in service and scale of operations shown 
in the table is far from satisfying the demand for telephone ser- 
vices. The list of would-be subscribers keeps growing in spite 
of the constant opening of new exchanges. For instance, in 1954-5 
there were 10,994 registered applications for telephones at the 
beginning of the year, left unsatisfied from previous years, and 
during the year there were 12,371 new applications, or a total of 
23,365. Only 8,761 new telephones could be installed. Thus, in 
every year since 1951-2 there has been a net growth in unsatisfied 
requests for telephones. In addition, the trunk lines are so over- 
burdened that up to 20 per cent. of all booked trunk calls are 
cancelled due to failure to reach the other party within a reasonable 
time. 

The Planning Board comments that it will not be possible, 
during the period of the Plan, fully to meet the demand for tele- 
phone service. ‘T'o attempt to do so would draw far too heavily on 
available foreign exchange resources. Nevertheless it is expected 
that the number of telephones will double by 1960, reaching a 
total of approximately 75,000, with the expansion of fifty existing 
exchanges and the installation of about forty new ones. In order 
to provide telephone service to smaller towns it is planned to 
open about 100 public call offices, some of them connected by 
wireless with the main telephone facilities. 


1 FYPD, Ch. 24, para. 8. 


a 
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Trunk telephone facilities are to be extended to about 100 
locations, with new trunk exchanges at about twenty centres and 
existing services expanded in several other cases. About 100 
miles of overhead lines are required, chiefly in West Pakistan. 
In the East the geography inhibits installation of overhead or 
underground lines, and a very high-frequency network is planned, 
radiating from Dacca. It is also expected to establish radio 
telephone links from Karachi and Dacca to about fifteen cities 
in Europe and the Near and Far East. 

(2) Telegraph services were relatively better developed at the 
time of Partition, and also earned more than double the income of 
the telephone services, but the latter have outstripped them in 
earnings since 1949-50. Nevertheless, telegraph services have 
more nearly approximated those of western countries in efficiency 
and dependability. ‘The financial results of operating the tele- 
graph services are given in Table XXXV:1 


Table XXXV 


‘TELEGRAPH SYSTEM—OPERATING RESULTS, 1948-55 
(thousand rupees) 


Year Receipts Expenditures\| Surplus or Loss | 

el Nii age im: — Se | 
1948-9 8,659 6,410 2,249 
1949-50 11,3%6 8,290 3,096 
1950-1 11,827 9,334 2,493 
1951-2 14,041 10,834 3,207 
1952-3 11,925 10,384 1,541 
1953-4 10,210 9,800 410 
1954-5 12,209 12,729 ||. 520 


Telegraph traffic has increased 60 per cent. since Partition, | 
and among new installations may be mentioned a single high- | 
speed radio telegraph channel and voice frequency telegraph 
channels to work teleprinters between East and West Pakistan. | 
Telecommunications office buildings for installations and nearly | 
1,400 staff quarters have been built, as well as telegraph store 
depots, modern telegraph line stores workshops, and three | 
regional training centres are being established at Lahore, Karachi, | 
and Dacca. The main training centre formerly at Lyallpur has | 
been shifted to Haripur. Telecommunications facilities in | 


1 Ibid. 
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connexion with the railways and the airways system have also 
been greatly improved. 

The Five Year Plan calls for telegraph connexions to 100 more 
post offices, while. teleprinter services are to be provided in the 
cities, wherein about ten new exchanges will serve up to goo 
subscribers eventually. ‘The more important connexions such 
as Dacca-Chittagong and Karachi-Lahore are to have up to 
eighteen telegraph channels, and the introduction of picture 
transmission, both inland and to London, is to be made on an 
experimental basis. 

(3) Broadcasting services started with medium-wave stations 
at Lahore, Peshawar, and Dacca, with a total capacity of 20 kw., 
broadcasting a combined output of twenty-seven programme- 
hours daily. ‘The addition of Karachi and Rawalpindi in 1948-50, 
plus eight ancillary transmitters, brought total power up to 
170 kw. and 105 programme-hours were supplied daily in 
seventeen different languages. Since the only income is licence 
fees and sale of publications, deficits are ordinarily larger than 
total income. In 1952-3, for instance, expenses were Rs. 6,558,000, 
revenue Rs. 2,868,000 and deficit Rs. 3,690,000. ‘These figures are 
not at all disturbing, so long as the public is satisfied with the 
service given the whole population—particularly the remote 
rural population. 

The Five Year Plan calls for four short-wave transmitters, 
four complete broadcasting stations and five satellite stations, 
plus receiving centres, studios, recording vans, and technical 
buildings. Radio Pakistan is thus expected to have twenty-three 
medium and short-wave transmitters with a total power of 253 
kw. and broadcasting an estimated 162 daily programme hours. 

The effectiveness of the programme of expansion of broadcasting 
will depend upon the number of sets purchased and used by the 
population, the bulk of which lives in rural villages. 

1 Explanatory Memorandum on the Budget for 1956-7, p. 85. A telegraph 
workshop, established at Kotri in 1951, is supplying 80 per cent. of the country’s 


requirements in telegraph stores, and is expected soon to meet virtually all 
domestic requirements. 
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XVI 


FOREIGN TRADE 


many other relatively underdeveloped countries. ‘Two 

raw-material exports—cotton and jute—normally provide 
more than three-fourths of the country’s total exports by value, 
while raw wool, tea, hides and skins bring this figure to over go 
per cent. Imports consist of manufactured goods which meet 
essential requirements of consumption, development, and defence. 
In the past, textile manufactures accounted for over 30 per cent. 
of imports by value, followed by Government defence and other 
stores, food items (including grains in some years), machinery and 
vehicles, semi-fabricated industrial materials, fuels and chemicals, 
and manufactured consumer articles. ‘This pattern has already 
begun to change. Imports of textiles and other consumer goods 
which are now manufactured in the country are on the decline, 
while imports of industrial machinery, hardware, fuels, spare 
parts, and even some raw materials (e.g. wool-tops), are growing. 
In addition to paying for imports, a part of export earnings are 
applied towards meeting the substantial liability for services 
rendered by foreigners in the fields of shipping, banking, in- 
surance, education, &c. This liability is likely to increase in 
coming years as equity and loan capital flows into the country 
and payments commence on the pre-Partition debt to India. It 
follows that a ‘favourable’ balance of trade will remain a necessity 
for Pakistan. 

Foreign trade_in undivided India and the regional trade of 
areas formed into Pakistan with other parts of India were almost 
entirely in the hands of non-Muslims and their departure en masse 
led to considerable dislocation. Fortunately, the t1 trade in jute 
and cotton did not suffer equally, since some Indian export houses 


with worldwide connexions continued to function a connexions continued to function after Partition. 


Exports “were also facilitated bya Stand-still Ag: Agreement with 


oP a pattern of Pakistan’s foreign trade is similar to that of 
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| India which permitted free trading and customs relations until 
| March 1948. The import trade was more seriously dislocated. 
By the middle of 1948, new trading connexions had been estab- 
lished, and shelves were re-stocked when the import policy was 
liberalized in August 1948. Exports continued to flow with 
relative ease, India purchasing large quantities of the main export 
staples, particularly jute. However, legal trade with India came 
very near to a complete halt before the end of the first quarter of 
the year commencing July 1949, when Pakistan did not follow the 
U.K., India, and other sterling area countries in devaluation. 
The immediate result was a great increase in trade with other 
foreign countries, in some cases involving the export to distant 
markets of commodities which were sorely needed in India, and 
the import from far-off countries of commodities which would 
ordinarily have been purchased from India. Trade diversification 
was forced upon Pakistan by the unwillingness of an erstwhile 
major trade partner to recognize its exchange rate. Exports to 
countries other than India increased promptly and by a substantial 
amount, although export prices declined. The import policy 
tended to remain cautious after October 1949. In the second 
quarter of 1950, a short-term agreement was signed with India, 
providing for the sale (or exchange) of 800,000 bales of Pakistan 
jute against specified quantities of cotton, cloth, iron and steel 
products, mustard oil, and other commodities. ‘This was essentially 
a barter arrangement and did not involve a mutually-acceptable 
exchange rate. 

The period after the outbreak of the Korean War witnessed 
a tremendous upsurge in worldwide demand for Pakistan’s raw 
material exports with a resultant rise in export values. A liberal 
import policy was resumed in June 1950, which placed a large 
number of items on the Open General License (O.G.L.), i.e. 
these could be imported without any licensing restrictions. Early 
in 1951 India recognized the exchange rate resulting from 
Pakistan’s non-devaluation decision and trade was resumed under 
an eighteen-month Agreement signed at the end of February 1951. 
Jute (but not cotton) exports were resumed while coal and some 
other supplies became available from India. Under the trade 
agreement with India, additional commodities were placed on the 
O.G.L. from that country, which were not permitted without 
specific licence from other countries. 
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With the year commencing July 1951, the import policy was 
further liberalized, almost 85 per cent. of total private imports 
by value being permitted without licence. This relaxation proved 
costly in terms of foreign exchange; in particular the placing 
of cotton textiles priced at Rs. 1-8 per yard (or less) on the O.G.L. 
Imports from the dollar area were, however, restricted in March 
1952, following the Commonwealth Finance Ministers’ Conference 
in January 1952, at which it was decided to adopt import policies 
designed to reduce the strain on the reserves of the sterling area. 
The value of imports began to rise sharply and was almost one- 
fifth higher in 1951-2 compared with the previous year, while 
export prices began to recede and by late 1951 it was evident that 
export earnings were declining sharply. The bumper 1951-2 
U.S. cotton crop depressed cotton prices further at a time when 
textile fibres were declining in price. Exports over the year fell 
by more than one-fifth and earnings were found insufficient even 
to meet payments for commodity imports, so that all invisible 
payments and government payments not included in imports had 
to be met (as in all earlier years except 1950-1) through a reduc- 
tion in foreign exchange reserves. 

Late in June 1952, certain restrictions were applied by curtail- 
ing credits for import financing. A deposit of 75 per cent. of the 
value of imported goods for O.G.L. and 50 per cent. for licensable 
goods respectively had to be made against letters of credit which 
were mandatory for all imports, except machinery, chemicals, and 
medicines. Supplementary directives were issued to ensure that 
the credit restrictions against imports were not nullified by bank 
financing for this purpose through other means. Import duties 
on cotton piece-goods were doubled at the same time to discourage 
further imports of the commodity. These measures did not 
become quickly effective and may even have led to a rise in import 
commitments by private traders who anticipated that the credit 
measures were only a prelude to stringent quantitative restric- 
tions. In August 1952, the existing O.G.L. was restricted, and in 
November 1952 it was completely suspended. The struggle for 
maintaining a liberal import policy had ended. 

The following table gives available figures for Pakistan’s foreign 
trade since 1st July 1948: 
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Table XXXVI 
FOREIGN TRADE SINCE IST JULY 1948 
(Rs. in millions) 


Trade Year | Exports* | Imports 
1948-9 957°6 1447°0 
1949-50 I194°1 12984 
1950-1 2554°0 1619°4 
1951-2 2008°5 2241°2 
1952-3 1509°9 1383 °6 
1953-4 1286°1 1165°8 
1954-5 1222'9 1102°8 
1955-6 1783 °2 1243°7 


A highly restrictive policy has been maintained, with marginal 
adjustments from time to time. But for substantial U.S. and other 
wheat aid in 1952-3 and 1955-6 and the arrangements for deferred 
payments with Japan, U.K., and West Germany, imports would 
have been further reduced. 

The import policy after the first half of 1955 was slightly 
liberalized as a result of U.S. commodity aid. Following de- 
valuation in July 1955, the rupee value of imports has risen, 
concealing a decline in real terms, due largely to termination of 
machinery imports under deferred payments arrangements. 


I gEXPOR ES. 

(1) Raw Jute is Pakistan’s most important export crop. Annual 
production is in the neighbourhood of 6 million bales, although 
it may fluctuate by almost 2 million bales in either direction, as a 
result of weather influences and crop regulation by Government. 
Total exports have varied between 6-7 million bales in 1950-1 
and 3-4 million bales in 1949-50. In recent years jute has con- 
tributed approximately half of total export earnings. 

Since Partition, the jute export trade has passed through some 
major vicissitudes. India was by far the most important customer 
of Pakistan’s jute in 1947-8 when it consumed 6-9 million bales 


1 Complete figures for the balance of trade of Pakistan are unavailable, due 
to the absence of published statistics on (a) imports of defence stores, (b) land- 
borne imports on government account. Data for 1948-9 represent seaborne 
trade only; land trade data are included from July 1949. Export figures include 
re-exports. 


2 See Table XXXVII for details respecting exports of the five principal items. 
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as against 0-7 million by the rest of the world.1 By 1948-9 Indian 
purchases were at a more normal level of 4-1 million bales, while 
exports to other countries increased to 1-g million bales. The 
trade deadlock after September 1949 brought a severe crisis to 
Pakistan’s jute as described in Chapter III. Although there was a 
short-fall in the 1949-50 crop, the Jute Board was left with almost 
a million bales in stock. In 1950-1, the commodity boom led to 
record exports of 6-7 million bales of which 4:2 million were 
absorbed by countries other than India, the major purchasers being 
the U.S.A., the U.K., France, West Germany, and Belgium. 
India purchased 2-5 million bales, in an attempt to re-stock after 
its low purchases of the 1949-50 season. By 1951-2 conditions 
changed and Indian purchases declined to only 1-7 million bales, 
while non-Indian sources consumed only 3:2 million bales, or 
a total off-take of 4-9 million bales. Purchases tended to 
stabilize at this level up to 1954-5, though there has been a declin- 
ing trend in the case of India. A6oper cent. curtailment in produc- 
tion was sought in 1953-4 in the face of accumulating stocks, which 
reached a peak of 2-8 million bales at the beginning of that season. 
The smaller crop in 1954-5 helped to clear stocks. ‘The disposal 
of a crop of 6-5 million bales in 1955-6 following devaluation 
suggests the limits to off-take by the fast growing domestic in- 
dustry plus foreign exports. 

Clearly, prospects for Pakistan’s jute exports are limited by the 
disappearance of India as a major customer. Indian domestic 
production of raw jute has increased from 1-7 million bales in the 
partition year to 4-7 million in 1954-5. Its self-sufficiency target 
was fixed at 85 per cent. of total requirements of the Indian jute 
industry by 1955-6, so Indian purchases from Pakistan may be 
expected to stabilize at around 1-2 million bales. A part of this 
loss has been absorbed by increased manufacturing capacity in 
Pakistan, around one million bales of medium and low-quality 
raw jute (for which India is the only outside market) being con- 
sumed by local mills. Prospects for jute sales to countries other 
than India are difficult to forecast. If the 1955-6 level of sales 
is assumed to continue, these exports may stabilize around 3:5 
or 4 million bales. Much will depend on the competition from 
substitutes, including the mechanical handling of produce. The 


1 However, some of the raw jute exported to India may have been re-exported 
by that country on its own account. 
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demand for raw jute may well prove to be highly elastic beyond a 
certain price range, and only so long as jute is a reasonably cheap 
packing material, regularly available, will it be used in preference 
to substitutes. 

(2) Raw Cotion is the second major export of Pakistan. With 
production increasing and internal consumption at a low level 
until 1952-3, the exportable surplus rose in that year to over 1°5 
million bales, compared to a little over half that figure imme- 
diately after Partition. Its contribution to foreign exchange 
earnings correspondingly increased from 20-4 per cent. in 1948-9 
to a peak of 47°5 per cent. in 1950-1, due chiefly to the Korean 
War. However, with the rapid growth of the domestic textile 
industry, local off-take had risen to 0-8 million bales in 1954-5. 
With production declining under the pressure of the ‘grow- 
more-food’ campaign, the exportable surplus was cut to less 
than 0-8 million bales and cotton furnished only 25-4 per cent. 
of export earnings in that year. 

The quantity of raw cotton grown in Pakistan is less than 5 
per cent. of annual world production and changes in world supply 
and demand, particularly in the U.S.A., have far-reaching effects 
on Pakistan’s cotton exports. India wasa major customer in 1948-9 
(0°35 million bales), but with the trade deadlock went out of the 
market and has never returned. ‘The Korean War and the sim- 
ultaneous decline in world supplies caused by a 6-million bale 

. Shortfall in the 1950 U.S.A. crop brought an unprecedented rise 
in the value of Pakistan’s cotton exports. The return to normal 
conditions in the next year led to considerable difficulties and the 
Cotton Board had to purchase 0-45 million bales, of which 0°35 
million bales were finally disposed of at a loss to China and 
some other countries by the end of the season. In 1952-3, 
the country produced a record crop, and marketable supplies 
were at the unprecedented level of 2-1 million bales. A series of 
trade and barter agreements was negotiated by the Government to 
dispose of the heavy supplies and the Cotton Board was able to 
clear its remaining stocks from the 1951-2 season in exchange for 
cotton yarn. ‘The crops were reduced to roughly 1-5 million bales 
in subsequent years while domestic consumption rose to 0°5 
million bales in 1953-4 and 0:8 million bales in 1954-5. Japan 
emerged as the largest single customer, with peak purchases of 
0-97 million bales in the 1952-3 season, while China, the U.K., 
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France, West Germany, Hongkong, and Italy have been other 
important buyers. In 1955-6, production rose to 1-7 million 
bales, and with home consumption almost unchanged, due to 
aid-financed imports of U.S. cotton of longer staples, exports 
rose to 0.95 million bales. 

As far as export prospects for cotton are concerned, much 
will depend on the achievement of a production-target of 2:5 
million bales set by Government. However, the struggle for 
markets is tending to become more competitive as the dollar 
balances of European consumers improve, so that the preference 
for ‘soft-currency’ cotton diminishes. The accumulation of heavy 
stocks in the U.S.A. has led to intense export-promotion measures 
by that country including sales against local currency. These 
developments have tended to narrow markets for Pakistan, and 
have emphasized the need for growing and exporting well-ginned 
cotton at competitive prices. 

(3) Tea is normally the third major export item, with an average 
value of about Rs. 40 million per annum. Exports are regulated 
by a quota fixed by the International Tea Committee under the 
International Tea Agreement. The export quota has, on the 
average, been placed between 45 and 474 million lb. annually, 
or approximately 4 per cent. of world production. Within this 
quota, the Government in turn fixes a ceiling after taking into 
account both internal and external tea market conditions. The 
U.K. is the largest consumer, buying well over go per cent. of total 
exports in all but one year since Partition. Annual exports declined 
sharply in 1950-1 but rose to a peak of 34-1 million lb. in 1951-2. 
They declined in later years, due to excess supplies of lower 
quality teas in world markets during 1952-3 and increased home 
consumption thereafter, which has risen to approximately 30 
million Ib. in 1955-6 compared to 18 million lb. at the time of 
Partition. 

(4) Raw wool usually ranks lower than tea as a foreign-exchange 
earner, with average earnings of Rs. 30 to Rs. 40 million per year. 
Annual production (28 to 30 million lb.), plus approximately 
10 to 12 million lb. of imports across the land frontiers from 
adjacent countries provide exportable supplies of 20 to 30 million 
Ib., after deduction for internal consumption of between 10 and 
12 million lb. Over 10 million lb. are normally exported to the 
U.S.A. so that wool is an important dollar earner. In 1950-1 
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wool earnings touched Rs. 79-8 million, largely as a result of the 
sharp increase in wool prices under the impact of stockpiling after 
the outbreak of the Korean War. In that year, wool contributed 
3°2 per cent. of total export earnings, but in 1951-2 this was 
reduced to 1-6 per cent. as wool prices fell. In 1954-5 wool 
provided no less than 4:1 per cent. of export earnings. The lower 
grade carpet wool, which is sent mostly to the U.S.A. and the 
U.K., accounts for over go per cent. of the total. Various factors, 
some of which are indicated in Chapter III, operate against 
Pakistan wool in export markets. A wool grading scheme started 
operating on a voluntary basis in February 1954, in an attempt to 
remove perhaps the most important obstacle to wool exports— 
lack of consistent and recognized grading standards. From 15th 
September 1954, exports by sea of unmanufactured wool were 
prohibited unless the wool was graded and marked in accordance 
with the Wool Grading and Marketing Rules, 1953. 

(5) Hides and skins rank about equal with wool in their con- 
tribution to export earnings if taken together. On an average, 
hides contribute approximately 1:5 per cent. and skins about 1 
per cent. of the total. Of a production of 13 million pieces of 
hides and skins, nearly 10 million pieces are available for export 
annually. Goat skins (approximately 4-2 million pieces) are mostly 
exported to the U.S.A. Internal consumption of hides (approx- 
imately 1-2 million buffalo hides and 1 million cow hides) is 
increasing with the growth of the domestic leather industry. 
Pakistan has faced increasing competition from hides originating 
in Africa, where enormous improvements have apparently been 
achieved in curing. However, Pakistan’s hides are generally of 
high quality, suitable for chrome leather and for conversion into 
kips, for which a considerable demand exists in overseas markets. 
On the other hand, assortments of skins are reportedly crude. 
Measures for scientific flaying and curing are being promoted, 
and should improve Pakistan’s competitive position in foreign 
markets. With a view to stimulating their exports, hides and 
skins have been placed on the export O.G.L. In recent years, 
India has been the best customer for raw hides, followed by the 
U.K., Iran, and Italy. For skins, the U.S.A. has been the best 
customer, followed by Italy, the U.K., Germany, and Sweden. 

Other exports cover a wide range of products, a few of which 
are manufactured articles. Exports of jute-manufactures started 
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in 1953-4 and had risen to over Rs. 100 million by 1955-6. 
Similarly, cotton piecegoods and yarns (valued at Rs. 35-1 million) 
were exported for the first time in 1955-6. The devaluation of 
July 1955 coupled with the growth of industry helped to raise the 
share of manufactured goods from about 3 per cent. of export 
earnings two years ago to II per cent. in 1956. Food-grains may 
appear as a major item of export in years of bumper grain crops, 
such as 1950, when they accounted for earnings of Rs. 131 
million, but in several other years food-grain imports have been 
necessary. Fish, manures, cottonseeds, betel nuts, fruits and 
vegetables, and chromite form the major share of the remaining 
exports. 

Various measures have been suggested for increasing the sales 
of the minor exports by an ‘Export Promotion Committee’ 
(1952). The establishment of a Department of Trade Promotion 
was recommended for carrying out systematic publicity abroad, 
and making continuous improvements at home, and this was done 
in May 1953. Recommendations have also been made in regard to 
grading and standardization, reduction of postal and freight rates, 
provision of better port and other transport facilities, setting up 
of arbitration arrangements within Pakistan, and improvements of 
service provided by Pakistan’s ‘Trade Commissioners abroad. 

Several measures have been taken in recent years to stimulate 
the export of minor commodities. During the last two years, the 
export control on most exportable commodities was removed, the 
number of freely exportable commodities rising from thirty-eight 
at the end of 1952 to 357 at the end of 1956. Since July 1954 a 
special scheme has operated under which exporters of some 
selected minor commodities were entitled to receive from 15 to 40 
per cent. of their earnings for importing some essential goods. 

The decline in earnings from the major export staples— 
jute and cotton—underlines the need for a more broad-based 
export economy. The failure to achieve equilibrium in trade with 
the existing level of export earnings (except as there are heavy and 
temporary imports through foreign aid), has made export promo- 
tion a vital issue of national policy. 


2. IMPORTS! 
An analysis of Pakistan’s imports is handicapped by lack of 
1 See Table XXXVIII for details respecting the eight major imports. 


1947-8 | 1948-9 |1949-50] 1950-1 | 1951-2 | 1952-3 | 1953-4 | 1954-5 
Chemicals, drugs, and 10°7 47°2 39°9 43°5 64-0 42°5 45°2 48°4 
medicines 
Instruments, apparatus,| 11:2 24°0 18-3 B22 42°1 NA. | 2463 20° 
and appliances 
Machinery and 34°5 66°8 82°r | rrr-g § || 175°3:«O|: 136-8 | 166-07 WS rSes 
millwork 
Metals and ores 12°7 42°3 57°4 7O2) || TOSe 82°8 76°9 80-2 
Oils, mineral 38°5 272 a5°3 62°9 97°7 89'1 94°6 | 108-2 
Cotton twist and yarn 29s 4148-6 | W5O-2 Wzosss: | 257-7 56°7 64°2 28-2 
Cotton piecegoods 38°5 | 353°4 | 213°3 | 330°5 | 368-6 89°2 3:21 | 36:8 
Vehicles 20°6 5S:To 1. 58° 65°5 93°0 41°9 27°0 44'8 


1 This does not include import of cotton piecegoods on government account worth about Rs. 4 


million. 
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published statistics of import on government account until 1951-2; 
and only non-defence import figures, in classified form, are 
available since then. The following analysis refers (except where 
otherwise specified) to imports on private account only. 


Table XX XVIII 


PRINCIPAL IMPORTS 
(in million rupees) 


Source: Statistical Bulletins, Central Statistical Office. 


Cotton textiles and yarn constituted over one-third of imports 
during the first five years after Partition. In 1951-2 peak imports 
of a value of Rs. 626-3 million were received, out of total private 
imports of Rs. 1,965:2 million, with piecegoods accounting for 
20 per cent. and yarn for 13 per cent. of all imports. Thereafter 
the general restriction of imports and the raising of customs duty 
on textiles led to a decline and in 1953-4, the value of imports was 
reduced to Rs. 67-2 million, of which piecegoods were only Rs. 
3:2 million. (However, textiles worth Rs. 40 million were im- 
ported that year on government account for controlled distribu- 
tion to the public.) In 1954-5 yarn imports declined sharply 
though cloth imports were higher, as some supplies were received 
as part of American commodity aid. With self-sufficiency attained 
in coarse and medium qualities of cloth and lower counts of yarn, 
imports in the future are likely to be restricted to finer qualities of 
both. 

Other textile manufactures including silk, artificial silk and 
woollen textiles and yarn, and jute manufactures accounted for 
6 per cent. of total imports at their peak value of Rs. 112-6 million 
in 1951-2. Jute manufactures disappeared from the import list 
by 1953-4 (as against peak imports of Rs. 64-3 million) consequent 


1955-6 
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upon increasing domestic products. Woollen manufactures were 
also restricted with the starting of woollen mills, and only certain 
imports of worsted fabrics were allowed in 1954-5. Silk products 
were restricted as a luxury item; only artificial silk yarn imports 
being allowed in some measure to feed the art-silk loomage in- 
stalled in recent years. 

Machinery and Vehicle imports have risen steadily in value and 
relative importance as other imports were cut due to foreign ex- 
change difficulties. From Rs. 124-9 million in 1948-9 imports 
reached a peak of Rs. 268-3 million in 1951-2 when they accounted 
for roughly 12 per cent. of total imports. There was some decline 
in 1952-3 but another rise occurred in 1953-4 and in 1954-5 im- 
ports of Rs. 363 million made this item first in the list of im- 
ports, with a share of 31-3 per cent. in the total, as dramatic 
evidence of the rapid pace of Pakistan’s industrialization. Higher 
imports after 1952-3 were traceable to special arrangements with 
Japan, the U.K., and West Germany under which these countries 
supplied capital equipment on a deferred payments basis. 

Mineral oil imports have also increased from Rs. 27-2 million in 
1948-9 to Rs. 114-3 million in 1955-6. Since this item includes 
essentials like kerosene, motor-spirits, diesel and furnace oils, 
and aviation spirits, no stringent restrictions could be applied 
without endangering the transport and fuel economy of the 
country. In 1952-3 an effort was made to reduce imports by the 
levy of higher customs and excise duties on motor spirits, but 
the higher rates were cancelled in the following year. 

Metals and ores, including both ferrous and non-ferrous metals, 
and manufactures thereof rose from minor proportions to Rs. 
183°2 million in 1951-2, or just under ro per cent. of total imports. 
The imports were sharply reduced to less than half by 1953-4, 
or Rs. 76-9 million, due to general restrictions, the curtailment 
being most severe in supplies available for residential construction. 
Imports in 1955-6 had risen again to Rs. 131-8 million and should 
continue to increase in future years. 

Chemicals, drugs, and medicines were valued at Rs. 64 million 
at their peak in 1951-2. There was a decline in 1952-3, in line 
with other imports, and by 1954-5 only Rs. 48-4 million were 
imported. ‘There was an increase to Rs. 75-4 million in 1955-6, 
partially due to U.S. economic assistance. 

The items grouped above have accounted for over 80 per cent. 


if 
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of total private imports in recent years. Other imports include 
electrical goods, raw materials such as timber, wool, tobacco, 
&c., and paper, paste-board and stationery, cutlery, glassware 
and earthenware, rubber manufactures, edible oils, spices, fruits, 
and vegetables. 

In addition, there are fairly substantial Government imports of 
non-defence stores, for which some details are available. 


Table XXXIX 


IMPORTS ON GOVERNMENT ACCOUNT 
(Rs. in millions) 


1949-50 165°0 1952-3 447°4 
1950-1 189°7 1953-4 430°7 
1951-2 278°4 1954-5 180°6 

1955-6 254°0 


The major items imported on Government account are coal, 
sugar, and food-grains meant for both public and private con- 
sumption, and machinery, petroleum, steel, and stores for govern- 
ment undertakings. The sharp rise from 1950-1 was due to the 
stockpiling of some essential items like steel, cotton yarns, &c. 
by the Government after the outbreak of the Korean War, for 
emergency use. In 1952-3 and 1953-4 the level rose still higher as 
large-scale imports of wheat were necessitated by the food- 
scarcity in West Pakistan. In 1953-4, as mentioned above, 
textiles were also imported on Government account. 


Import Policy 

It is proposed to examine some aspects of Pakistan’s com- 
mercial policy in the perspective of the analysis of exports and 
imports. The most widely discussed issue is perhaps the changing 
import policy since 1951. In its first phase, the main criticisms 
were that a liberal import policy was continued until well after 
export earnings had begun to decline; that when restrictions ap- 
peared inevitable, weaker methods of credit control were employed, 
instead of quantitative cuts, so that valuable foreign exchange 
reserves were depleted in importing unessential and luxury items. 

It is argued that a liberal import policy could have been 
justified to some extent if the rising flow of imported goods had 
consisted of developmental materials. Varying classifications of 
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imports have been worked out to indicate the component of 
‘essential’ items in them. But it has been suggested that even such 
items are rendered inessential, if imported in excess of require- 
ments. This, according to many traders, certainly was the case 
with textile manufactures. Apart from the fact that substantial 
quantities of textile imports consisted of silk, wool, and rayon 
items, approximately one-third of cotton textiles were fine and 
superfine varieties, all of which could be classified as luxury 
items. In some cases, such as drugs and medicines, imports far in 
excess of domestic requirements were ordered, only to be smuggled 
to neighbouring countries. On the other hand, the liberal import 
policy has been defended on the grounds that (a) it was a most 
effective anti-inflationary device; (b) it beneficially influenced the 
level of exports and assisted in promoting them, particularly with 
‘treaty’ countries, (c) it contributed to rising incomes and activity 
in sectors connected with the import trade, and (d) it provided 
a major support to the country’s finances by sustaining customs 
revenues at high levels. The last mentioned argument is given to 
justify the import of luxuries on which alone heavy rates of 
import duty could be applied. Also, no two people have exactly the 
same concept of ‘luxury’. In retrospect it is difficult to avoid the 
conclusion that, despite any incidental advantages, the liberal 
policy represented a miscalculation of the gravest proportions. 
With foreign exchange reserves drained away and reduced to 
dangerous levels, Pakistan was rendered highly vulnerable to 
changes in international conditions of demand for its export pro- 
duce and to domestic natural calamities such as crop failure. ‘The 
country was forced to seek external assistance for meeting its 
food shortages and for sustaining imports at minimum levels 
consistent with the stability of the economy. 

At current levels of foreign exchange earnings, the import policy 
was necessarily highly restrictive. In its second phase, therefore, 
the policy was criticized for its severity, imposing hardship on 
the consumers, as more than 70 per cent. of exchange available 
for commercial imports was reserved for industrial requirements. 
The criticism has also been heard that while new industrial units 
are being licensed, existing units are unable to work to capacity due 
to non-availability of adequate licences for raw materials and spare 
parts. Such criticisms have led to a gradual reorientation of 
policy, which appears quite realistic. 
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3. TRADE AGREEMENTS 

Another issue in commercial policy concerns the bilateral 
trade agreements signed by Pakistan. 'The Agreements incorporate 
target quantities to be licensed for import or export by the respective 
governments. ‘There is generally no guarantee that the stipulated 
quantities of goods will in fact be shipped. Private trade channels, 
particularly on the Pakistan side, ordinarily make the trading 
arrangements. In most agreements, Pakistan’s jute and cotton 
appear prominently on the export list, although a major objective 
has been to introduce relatively less-known exports to foreign 
markets. Machinery and textiles have in the past appeared 
frequently on the import list. 

In a world of trade controls and exchange restrictions, such 
agreements may have served a useful purpose in providing 
opportunities and a framework for expanding trade relations. 
After 1951, the agreements have been the subject of criticism due 
to the wide margin of difference between targets prescribed and 
the actual trading performance. Agreements involving firm and 
binding commitments between contracting parties and providing 
if necessary, for the lifting of Pakistan’s produce on special terms 
or within some agreed range of prices, were suggested as a means 
of ensuring greater stability in the incomes of domestic producers 
and the foreign exchange earnings of the country, and for eliminat- 
ing deficits with countries like the U.K. which have consistently 
sold more to Pakistan than they have purchased. On the other 
hand, it has been argued that such agreements would prove 
difficult to negotiate because of the necessity of achieving a 
coincidence of wants. The issue of import licences restricted to 
contracting countries would result in a loss of satisfaction- 
values if traditional sources of supply are thereby excluded, and 
would at times render licences unfruitful if shortages exist in the 
exporting countries. Even if the agreements did not involve 
balanced trade (although they would definitely tend in that 
direction), the artificial stimulation of trade between contracting 
countries through deliberate government action might lead to 
severe discrimination in trade with countries outside the arrange- 
ments. Finally, they would necessarily have to assume a certain 
amount of state trading, for if private traders failed to lift agreed 
quantities, the governments would have to purchase residual 
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amounts, involving them in a complicated system of bilateral 
transactions. 

The compulsion of events has tended to project official policy 
towards agreements involving bilateral contracts. In October 
1952, a barter agreement was signed with the U.S.S.R. for an 
exchange of wheat against jute and cotton, and later with Japan 
and India for wheat against rice. The imposition of several import 
restrictions since August 1952 inevitably encouraged the use of the 
licensing weapon for obtaining some assurance of a guaranteed off- 
take of Pakistan’s main exports by other countries, as in the Agree- 
ments signed after 1952 with Japan and France. Needless to add, a 
failure on Pakistan’s part to lift stipulated quantities of imported 
goods would have led to a smaller offtake of its raw materials. 

A major revision of export policy was announced in February 
1953, under which Government declared their willingness to 
examine individual proposals for the barter of certain export items 
(later restricted to old crop cotton stocks) against certain com- 
modities (later restricted to cotton yarn). Government reserved 
their right to consider barter proposals in particular cases in- 
volving government imports. It has been made clear, however, 
that ‘it was not the Government’s intention in permitting barter 
deals that they should become the normal pattern of our trade’. 
This restricted barter policy was nevertheless successful in 
clearing cotton stocks. A similar policy was adopted in July 1954 
for disposal of lower quality stocks of rice. The Export Incentive 
Scheme (mentioned earlier) also assumes to a limited extent the 
character of barter as licences for certain imports are to be issued to 
exporters up to some given percentage of the value of exports. 
However, the scheme is restricted in scope and the exports in- 
volved have contributed less than 1 per cent. to earnings. Another 
innovation was the inclusion of a payments clause in the trade 
agreements of 1954 and 1955 with France, whereby cotton 
exports would initially be paid for in French francs (other exports 
continued to be paid for in sterling); imports from France (except 
certain specified items) would initially be financed from the 
French franc account, any balance remaining or overdrawn at the 
end of the agreement being settled in sterling. 

There has also been some discussion suggesting an advance 
from bilateral trade agreements toward international commodity 
treaties involving firm commitments of a multilateral character 
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between major suppliers and consumers of raw jute and raw 
cotton. Here also, a case has been advanced in terms of promoting 
economic stability and to protect the country’s terms of trade in 
the short period. Until 1952, Pakistan’s official attitude toward 
any proposals for such commodity agreements was not sym- 
pathetic. However, there is increasing realization that support for 
commodity agreements on the part of advanced countries is not 
based on purely selfish considerations but is partly due to a desire 
to ensure some degree of income stabilization in raw material 
producing countries as a safeguard against disruptive social 
tendencies which are encouraged in times of falling commodity 
prices and incomes. Attention has also been drawn to research by 
the F.A.O. for devising techniques whereby an appropriate 
relationship between the prices of raw materials and those of 
manufactured goods might be achieved. The sharp instability 
resulting from the recession in prices of Pakistan’s export-staples 
is also bringing about a change in the official attitude toward 
commodity agreements. | 

State trading has been a major issue of controversy in Pakistan, 
particularly when some items of civilian consumption have been 
purchased by Government, apart from purchases for the use of its 
own agencies. Both the export and import of food-grains has in the 
past been handled by Government. Sugar and coal are public 
monopolies while iron and steel, cotton textiles, and yarn have also 
been imported at certain times in the past for sale to the public. 
Price-support schemes in food-grains, cotton, and jute have been 
conducted by public agency and in that connexion large quantities 
of crops have been purchased, stocked internally or sold abroad 
either directly or through private agencies. 

State trading in food-grains is generally accepted in the 
years when the food situation is difficult. In 1954, permission 
was granted to merchants to export rice subject to export-ceilings 
fixed by Government and quality and price-checks by official 
agencies; but exports were banned with the re-appearance of 
food shortage in 1955. Internal procurement of major cereals 
has also been justified for building up Government reserves 
for use in emergency and as a measure of agricultural price 
stabilization. Public intervention in the export and import of 
foodgrains is, thus, an extension of control over the internal 
food marketing mechanism. 
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In the case of coal, since the Pakistan Railways are by far the 
most important consumers, marginal private users are supposed 
to benefit from the superior bargaining power of a single public 
agency in negotiating with foreign coal suppliers. Government’s 
entry into the steel and textile trades in 1950-1 stemmed from the 
immediate problems of the Korean War when certain essentials 
were stockpiled, and again in 1953-4 with a view to ensuring sale of 
scarce imports to the public at reasonable prices. It was feared 
that private traders would have raised prices unduly, in view of 
the tight supply position. 

There has been much controversy, however, regarding the 
extent to which state trading for the last-mentioned purpose should 
be permitted. Those who press for its continuance and extension 
to other major commodities argue that it provides an opportunity 
to secure the best possible terms of purchase for imported con- 
sumer goods and facilitates more equitable distribution. 

In the case of exports, it is claimed that state trading will 
help in securing the best possible terms for the country’s export- 
able surplus, assist in safeguarding the domestic price level by 
absorbing violent fluctuations in world prices, and ensure the 
appropriation of any windfall earnings for the benefit of the 
community. On the other hand, the last two advantages can be 
obtained by appropriate adjustment of export duties. However, 
unless the export enjoys a semi-monopolistic market, or its 
demand is fairly stable and inelastic, an official organization may 
face serious administrative difficulties in tapping foreign markets 
and negotiating with private foreign importers. Normal bureau- 
cratic attitudes and procedures are likely to present a very real 
problem in any scheme of state trading. Existing shortage of 
experienced administrative talent is, in any case, likely to confine 
state trading activities to a relatively minor place in Pakistan’s 
trade except in emergencies. 

Imperial preference has been another controversial issue in 
Pakistan’s trading policy. The preference involves the admission 
of commodities from the U.K. (and a few other Commonwealth 
countries), at much lower rates of import duty than the standard 
rates applied to other countries. In return, similar concessions or 
other forms of preference are granted to commodities from 
Pakistan. The system grew over a long period, almost since the 
beginning of this century. The recent history of preferential 
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tariffs stems from the Ottawa Agreements of 1932, to which un- 
divided India was a signatory. In return for certain concessions, 
167 items of British manufactured goods, including textiles and 
steel products, were admitted into India at preferred rates of duty. 
An Anglo-Indian Agreement signed in 1939 reduced the list of 
British goods to be granted preference, although the remainder 
included major items imported by India. The Indian Tariff 
Act, which incorporated the preference, was adopted by Pakistan 
on Partition. 

After independence, the system of preferences was insistently 
challenged on the ground that concessions had been imposed by a 
foreign ruling power and did not involve an adequate quid pro quo. 
It was argued that the U.K. had conceded preference on items 
which it would have had to buy in any case from Pakistan, e.g. 
raw jute or items which did not need any special concessions in 
view of commodity controls, e.g. tea. Again, concessions were 
said to be granted for commodities for which the possibilities of 
export promotion were limited, such as coir mats, tanned sheep- 
skins, or other commodities of negligible significance in the 
country’s exports, such as barley, tobacco, and rice. An important 
item on which preference would have been useful was raw cotton, 
but in this case only oral promises of encouraging consumption in 
British factories were made. In return, specific advantages were 
obtained by the U.K. on a wide variety of articles. Secondly, it 
was argued that the concessions afforded by Pakistan reduced the 
chances of negotiating trade agreements favourably with other 
countries and greatly affected its capacity to bargain on tariffs in 
respect of far too large a number of items. ‘This seems to have 
been very evident at the periodic negotiations under the General 
Agreement on Tariffs and Trade. 

Thirdly, preferences would have been of some benefit to the 
consumer if as a result of the lower duty the ‘preferred’ com- 
modities had been available at lower prices than identical imports 
from other countries. ‘This was generally not the case and the 
country was deprived of revenues to the extent that goods were 
diverted from the higher to the lower duty so that in effect, British 
industry was subsidized by the Pakistan taxpayer. 

On the other hand, in favour of preferences, it was argued 
that the preferential treatment of many of Pakistan’s raw materials, 
such as raw jute, hides and skins, tea, and tobacco had helped 
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producers and exporters in Pakistan to operate more successfully 
in the U.K., their most important single market. Secondly, it was 
pointed out that the facilities and the relatively higher profit 
margin in the Pakistan market, duetothe lower rates of duty, tended 
to attract British supplies to the country in a period of world 
shortages. It was argued that the U.K. should be enabled to create 
a surplus on trade with this country, so as to transfer the sterling 
balances into goods and services for the Pakistan economy. 
Finally, in view of the fact that a very large part of Pakistan’s 
trade is with the sterling area countries, many of which are in the 
preferential system, any unilateral attempt at revoking existing 
concessions was likely to react adversely on commercial relations 
with them, the preferences helping to create an atmosphere of 
good will and economic co-operation between Pakistan and her 
most important trading partners. 

On balance, the general feeling in Pakistan was that even if a 
system of preferences could be of some benefit to Pakistan, the 
existing arrangements did not reflect an appropriate or equitable 
distribution of benefits. Consultations between Pakistan and the 
U.K., extending over a considerable period, resulted in a Financial 
Agreement in April 1951. 

Under the Agreement, preferences for over thirty imported 
items from the U.K., such as cars, motorcycles, bicycles, chemicals, 
&c., were abolished. With few exceptions, the preferential 
margin was reduced, e.g. the margin of preference on British 
cotton piecegoods was reduced from 18 per cent. and 15 per cent. 
to 16 per cent. and 6 per cent. on printed and grey textiles respec- 
tively. On the other hand, a small number of new items were 
brought on the preferential list in Pakistan for the first time, 
including rayon piecegoods, mixed fabrics, and iron manufactures. 
The U.K. continued existing preferences or other concessions in 
favour of Pakistan, and extended them to additional items such as 
sports goods. Certain official calculations at that time indicated 
that preferences had resulted in the past in a loss of about Rs. 10 
million annually to the Pakistan exchequer. It was claimed that 
the 1951 Agreements reduced this loss to only a few hundred 
thousand rupees annually. The Agreement also provided for 
most-favoured-Commonwealth-nation treatment, i.e. products 
not included in the Agreement but exported from Pakistan to the 
U.K. would obtain the same preferences as were granted by the 
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U.K. on the same products to any other Commonwealth country. 

The Agreement appears to have gone far to redress the major 
economic handicaps which the preferences imposed on Pakistan. 
Various interests remain dissatisfied, however, particularly those 
who object to the very ‘principle’ of preferences. 

On a wider plane, a system of preferences may be regarded as 
an anachronism in a world striving to develop a completely 
multilateral system of trading relations, as incorporated in the 
General Agreement on Tariffs and Trade, to which Pakistan has 
acceded, 


XVII 


BALANCE OF PAYMENTS} 


HE balance of payments reflects the economic transactions 

of a country vis-d-vis the rest of the world and covers 

more than the balance of trade which records only the 

exchange of goods with other countries. A prime objective of 

policy is the maintenance of balance in the total external accounts 

over a period of time. If deficits arise, they are financed by reduc- 

ing foreign exchange assets, by incurring debts overseas, or with the 
help of foreign economic assistance. 

Table XL gives half-yearly figures for the balance of payments 

from January 1948 through December 1956. It shows that deficits 


1 Statistics are derived from Exchange Control records. As there was no 
Exchange Control with India up to 27th February 1951 and with Nepal and 
Tibet until 16th March 1951, transactions with these countries are not covered 
prior to these dates. Transactions with Afghanistan are excluded throughout. 
The figures of merchandise trade in the balance of payments tables differ from 
the trade statistics collected through the Customs in respect of (i) valuation, 
(ii) timing, and (ili) coverage. Certain transactions do not come within the 
administrative regulations of exchange control and hence are not recorded in 
the balance of payments statistics, e.g. certain barter transactions, gifts not 
involving monetary payments or receipts, re-invested earnings of foreign 
concerns, foreign investment in the shape of imported plant and equipment 
financed through inter-company adjustments. Foreign aid-financed imports 
and overseas borrowings are partially included only from 1954-5 onwards. 
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were registered in all years except 1950-1, 1954-5, and 1955-6." 
Imports and other payments on government account were largely 
responsible for the deficits as there were only minor counter- 
receipts (except in January-June 1949). To start with, a surplus of 
Rs. 216°8 million was registered in the first half of 1948 as trade 
dislocations following Partition restricted the flow of imports more 
than exports. Thereafter, deficits ensued and reached heavy 
proportions, being Rs. 455-4 million in 1948-9 and Rs. 349-7 
million in 1949-50. 

These were offset, however, to some extent by surpluses with 
India. While not recorded in exchange control statistics, a surplus 
in transactions with India after July 1948? was reflected in the 
working of the special payments arrangements with that country. 
Under the Payments Agreement, the respective central banks were 
to buy and sell each other’s currency; balances arising therefrom 
would be held to the extent of Rs. 150 million, beyond which the 
holding central bank would be paid in free sterling.? The maxi- 
mum transfer in free sterling was fixed at Rs. 100 million (raised to 
Rs. 200 million in the second agreement covering 1949-50); 
settlement of any remaining excess balances would take place in 
blocked sterling.4 (It was also provided that identifiable capital 
transfers would be adjusted in No. 2 Account sterling.) The 
working of the Agreement showed that Pakistan was accumulating 
balances in its favour; the first year’s results yielded a surplus of 
Rs. 247 million. Of this, Rs. 23 million was transferred in free 
sterling, Rs. 96:5 million in blocked sterling (presumably identifi- 
able capital transfers), while the State Bank held the balance, 
amounting to Rs. 127-5 million. By 18th September, 1949, the 


1 If aid-imports were included, there would be deficits in 1954-5 and 1955-6 
also (see Table XLV). 


2'The position with India remained indeterminate in the first year after 
Partition when a considerable number of transactions were financed with 
bank-notes which circulated freely in both countries. In the absence of exchange 
control no record was maintained of movements in the accounts of Indian 
residents with Pakistan banks and in the accounts of Pakistan residents with 
banks in India. 


3 Free sterling may be spent without special permission from the U.K., 
such sterling accruing to Pakistan being placed in an account with the Bank of 
England called the No. 1 Account. 


4 Blocked sterling may be spent as it is released by agreement with the U.K. 
Government; it is placed in a separate account with the Bank of England, called 
the No. 2 Account. 
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rupee balances held in India had increased to Rs. 257-8 million. 
Consequent upon the devaluation of the Indian Rupee, the 
balances were written up to Rs. 371 million in terms of Indian 
rupees: this position was not acceptable to India and up to the 
present writing, the matter remains in dispute. 

In practice, the surpluses with India were not wholly avail- 
able for meeting deficits elsewhere and were, in any case, much less 
than the latter, leaving overall deficits in the balance of payments. 
These deficits could be attributed chiefly to the building up of 
stocks by traders under a liberal import licensing policy and the 
purchases of large quantities of defence and other stores by 
government agencies. A smaller deficit in 1949-50 was caused by 
the restriction of imports in the uncertain period following the 
devaluation of the pound sterling and other currencies and 
Pakistan’s decision not to devalue its currency (see below). By 
the first half of 1950-1, the deficit had been largely eliminated and 
was transformed in the succeeding six months into a massive 
surplus, so that the year ended with a favourable balance of Rs. 
576-9 million as a direct result of the sharp rise in export prices 
after the outbreak of the Korean War. The situation relapsed with 
the weakening of commodity markets while imports rose rapidly 
under the stimulus of incomes swollen by the preceding boom, 
and a deficit re-emerged amounting to Rs. 472-9 million in 
1951-2. The deficit was only slightly lower at Rs. 406-9 million 
in 1952-3 but a complete change had occurred in the forces causing 
the unbalance in external accounts. In 1951-2, it was the rise in 
payments (by Rs. 984-3 million) which mainly contributed to the 
deficit while receipts declined only to a minor extent (by Rs. 
65:5 million). In 1952-3, it was the heavy fall in earnings (by 
Rs. 885-1 million) due to the sharp fall in export prices which 
caused the deficit while payments actually declined Rs. 951-1 
million following the curtailment of the open general licence in 
August 1952 and its complete suspension in November 1952. 
The decline in payments would have been greater but for the food 
shortage which affected West Pakistan in the wheat years (May 
through April) 1952 and 1953 and necessitated foreign exchange 
out-lay to the extent of Rs. 203-5 million in 1952-3 on imports 
from abroad. In 1953-4, payments were curtailed further as the 


1'The devaluation of the Pakistan rupee in July 1955 does not affect the 
dispute. 
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rupee balances held in India had increased to Rs. 257-8 million. 
Consequent upon the devaluation of the Indian Rupee, the 
balances were written up to Rs. 371 million in terms of Indian 
rupees: this position was not acceptable to India and up to the 
present writing, the matter remains in dispute. 

In practice, the surpluses with India were not wholly avail- 
able for meeting deficits elsewhere and were, in any case, much less 
than the latter, leaving overall deficits in the balance of payments. 
These deficits could be attributed chiefly to the building up of 
stocks by traders under a liberal import licensing policy and the 
purchases of large quantities of defence and other stores by 
government agencies. A smaller deficit in 1949-50 was caused by 
the restriction of imports in the uncertain period following the 
devaluation of the pound sterling and other currencies and 
Pakistan’s decision not to devalue its currency (see below). By 
the first half of 1950-1, the deficit had been largely eliminated and 
was transformed in the succeeding six months into a massive 
surplus, so that the year ended with a favourable balance of Rs. 
576-9 million as a direct result of the sharp rise in export prices 
after the outbreak of the Korean War. The situation relapsed with 
the weakening of commodity markets while imports rose rapidly 
under the stimulus of incomes swollen by the preceding boom, 
and a deficit re-emerged amounting to Rs. 472-9 million in 
1951-2. The deficit was only slightly lower at Rs. 406-9 million 
in 1952-3 but a complete change had occurred in the forces causing 
the unbalance in external accounts. In 1951-2, it was the rise in 
payments (by Rs. 984:3 million) which mainly contributed to the 
deficit while receipts declined only to a minor extent (by Rs. 
65°5 million). In 1952-3, it was the heavy fall in earnings (by 
Rs. 885-1 million) due to the sharp fall in export prices which 
caused the deficit while payments actually declined Rs. 951-1 
million following the curtailment of the open general licence in 
August 1952 and its complete suspension in November 1952. 
The decline in payments would have been greater but for the food 
shortage which affected West Pakistan in the wheat years (May 
through April) 1952 and 1953 and necessitated foreign exchange 
out-lay to the extent of Rs. 203-5 million in 1952-3 on imports 
from abroad. In 1953-4, payments were curtailed further as the 
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wheat requirements were met with Canadian, Australian and 
U.S. aid (valued at Rs. 227-7 million but not reflected in exchange 
control data), and by the intensification of import restrictions. 
As a result, the deficit was reduced to Rs. 27-9 million despite a 
continuing decline in receipts caused by a rather substantial 
curtailment in the exports of cotton and jute. In the case of 
cotton, production was lower, consequent upon a Io per cent. cut 
in acreage in the Punjab to divert land to food-crops so that the 
export earnings suffered from a delayed impact of the food crisis 
in earlier years. In the case of jute, acreage was severely regulated 
so as to produce a crop just sufficient to clear the market at prices 
considered economical for the grower. In the case of cotton, 
increasing domestic utilization by the fast-growing indigenous 
cotton textile industry also reduced the exportable surplus sub- 
stantially, and was the main factor in the continuing decline in 
receipts into 1954-5. Payments, however, were further curtailed 
by severe import restrictions so that the year ended with a surplus 
of Rs. 37-1 million without accounting for aid, deferred payments 
and certain credits received. The existing policy appeared to be 
the maintenance of payments in line with estimated earnings, per- 
mitting a deficit only tothe extent of foreign aid as foreign exchange 
reserves had reached a level where they could not be reduced 
further. However, reserves increased in 1955-6 under circum- 
stances described towards the end of this chapter. 

The means used for the purpose of financing the current account 
deficits are shown in the ‘Investment and Financing Account’ 
of the balance of payments (‘Table XL) which reveals how deficits 
are financed and surpluses invested. T’he country’s reserves were 
derived in the first instance, from the division of assets of the 
Issue and Banking Departments of the Reserve Bank of India. 
Gold valued at Rs. 89:1 million and sterling securities valued at 
Rs. 671-2 million from the Issue Department of the Reserve 
Bank were received or were held pending transfer and are shown as 
part of the foreign exchange reserves. Government of India 
securities, though technically foreign assets, are not included for 
various reasons. Foreign exchange assets also accrued from the 
division of assets and liabilities in the Banking Department of the 
Reserve Bank. Amounts standing to the credit of the Central 
and Provincial Governments and scheduled banks in Pakistan 
as on 30th June 1948 were paid over mainly by transfer from the 
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Reserve Bank’s Sterling Account No. 2 with the Bank of England. 
Later, sterling valued at Rs. 119-7 million was received from 
India under the Payments Agreement of 1948. 

The expenditure from the ‘inherited’ reserves (as distinct from 
reserves accumulated in current trade and payments) was nego- 
tiated, from time to time, with the U.K. Pakistan’s share of the 
sterling balances amounted to {147 million held in the blocked 
No. 2 Account kept with the Bank of England. Releases for 
current spending were made by transfer into the current No. 1 
Account under several agreements. The No. 1 Account also 
received sterling earned from current transactions. A sum of 
£16 million was made available exclusively for Pakistan’s use for 
the first time in February 1948. Thereafter, agreements covering 
July-June, 1948-9, 1949-50, and 1950-1 provided for ordinary 
releases of {10 million, £17 million, and {£15 respectively. The 
1950-1 agreement also regularized an overdrawing to the amount 
of £14 million which became necessary due to non-receipt of 
sterling due from India under the Payments Agreements following 
the trade deadlock in September 1949. It also provided for 
anticipated exceptional releases in case of non-resumption of 
trade with India: in the event, these amounted to {£5 million by 
the end of 1950. By the middle of June 1951, the blocked sterling 
had been reduced to £57 million although the No. 1 Account was 
swollen with the abnormal earnings of the Korean War boom. 
The blocked balances were finally disposed of under a six-year 
agreement effective from July 1951 which provided for an imme- 
diate transfer of £30 million to the No. 1 Account for a normal 
currency reserve which could however, be drawn upon in con- 
sultation with the U.K. The remaining blocked sterling, after 
deducting {4 million for purchase of gold for Pakistan’s reserves, 
would be released in equal instalments over six years commencing 
July 1951, although provision was made for accelerated releases, 
should the need arise. In effect, therefore, while Pakistan’s 
deficits in the earlier years were to some extent limited by the 
magnitude of releases from the No. 2 Account, by July 1951 when 
the deficits had reappeared, virtually no limitations remained and 
the total foreign exchange assets—whether currently earned or 
inherited at Partition—were available for free utilization. 

Their decline is indicated in Table XLI. Up to March 1949 the 
bulk of foreign exchange assets were in process of transfer from 


Table XLI 


Gop, DoLLaR, AND STERLING AssETs! 
(Held and controlled by State Bank) 


D Total Change from 
ate Rupee Value Previous Date 
Half-yearly: 
30 June 1948 517°9 == 
31 December 1948 1,416°1 +898:2 
30 June 1949 1,655°1 — 239°0 
31 December 1949 980°2 —674°9? 
30 June 1950 958°5 — 21°7 
Quarterly: 
30 September 1950 780°7 — 87:8 
31 December 1950 941°6 + 70'9 
31 March 1951 1355-0 +440°0 
30 June 1951 T5133 +131°5 
30 September 1951 1,490°0 — 23°! 
31 December 1951 1,481°7 — 843 
31 March 1952 1,335°0 —136°8 
30 June 1952 1,045°7 — 299°2 
30 September 1952 662°3 — 383°4 
31 December 1952 606°1 — 56-2 
31 March 1953 674°8 + 68-7 
30 June 1953 668°8 — 6°0 
30 September 1953 669°4 + 06 
31 December 1953 688°8 + 19°4 
31 March 1954 719°5 1 a07 
30 June 1954 630°4 — 89°1 
30 September 1954 560°5 — 69°9 
31 December 1954 630°9 + 70°4 
31 March 1955 677°0 + 46°1 
30 June 1955 695°8 + 18:8 
30 September 1955 1,000°0 +304:23 
31 December 1955 1,156°1 +156°1 
31 March 1956 1,343°8 +187°7 
30 June 1956 1,391°3 475 
30 September 1956 1,271-0 —120°3 
31 December 1956 1,262°5 — 8:5 


1 Gold and sterling assets due from Reserve Bank of India on account of 
Pakistan’s share under the Partition settlement were received from time to time 
between 1948 and 1950 and amounted to Rs. 1,973°6 million. These reserves 
include Rs. 34°5 million representing gold and sterling securities still held by the 
Reserve Bank of India pending transfer to Pakistan. Apart from these reserves, 
Rs. 119°6 million were received from India under the new Payments Agreement 
in force with that country prior to 27th February 1951. 

2 Rs. 433 million of the decline is on account of depreciation of sterling and 
other assets following devaluation of sterling. 

3. Rs. 299°6 million of the increase is on account of appreciation of sterling 
and other assets (in terms of Pakistan rupees) following devaluation of the 
Pakistan rupee in July 1955. 


Source: State Bank of Pakistan. 
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India (only small amounts were received later), and hence the 
real decline in reserves is derived after adjusting these receipts 
from the Reserve Bank of India against the change in the ‘gold, 
dollar, and sterling assets’ held and controlled by the State Bank. 
After a rise of Rs. 191-3 million in the first half of 1948, the reserves 
began to decline. In 1948-9 the expenditure from reserves was 
Rs. 472:2 million and Rs. 617:3 million in 1949-50, so that 
reserves stood at Rs. 958-5 million at the end of June 1950. 
However, of this latter amount, Rs. 433 million represented the 
decline in the rupee value of sterling assets following devaluation 
of sterling, and was not a loss in real terms. In 1950-1, the reserves 
rose by Rs. 554-6 million to the peak figure of Rs. 1,513:1 million. 
Thereafter something in the nature of a drain developed, and by 
the end of 1952 the reserve had been reduced to Rs. 606-1 million. 
A slight rise ensued to Rs. 668-8 million at the end of June 1953. 
By the beginning of 1954, the favourable trend was reversed and 
by September of that year the reserves had declined to Rs. 560°5 
million, or the lowest in the country’s trading history. Some 
recovery ensued next year and at the end of June, 1955, the 
reserves stood at Rs. 695°8 million. (For movements since de- 
valuation, see below.) 

In recent years, the strain on reserves has been reduced by a 
rising inflow of long-term capital and foreign aid. The figures of 
foreign investment, as recorded by exchange control statistics, were 
relatively modest up to 1952-3, totalling Rs. 44-1 million over a 
period of five and a half years or an annual average of Rs. 8-02 
million. In 1953-4, the inflow increased to Rs. 16-0 million and in 
1954-5 to Rs. 22°5 million, being largely attributable to sub- 
stantial investments made by the “Commonwealth Development 
Finance Co. Ltd.’ and the Burmah-Oil Co. Ltd. in the share- 
capital of the Sui Gas Transmission project. U.K. has been the 
main supplier of long-term capital to the country, its share being 
over go per cent. on the average. (Items of investment by Pakistan 
are shown in 1950-1 and 1955-6 amounting to Rs. 397°1 million 
and Rs. 166°3 million respectively: these represent Pakistan’s 
membership subscription in the International Monetary Fund and 
International Bank for Reconstruction and Development. ‘The 
subscriptions were paid in gold to the extent of Rs. 18-2 million 
only and this was re-imbursed to Pakistan by India under the 
Partition arrangements. The remainder was paid in ad hoc rupee 
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India (only small amounts were received later), and hence the 
real decline in reserves is derived after adjusting these receipts 
from the Reserve Bank of India against the change in the ‘gold, 
dollar, and sterling assets’ held and controlled by the State Bank. 
After a rise of Rs. 191-3 million in the first half of 1948, the reserves 
began to decline. In 1948-9 the expenditure from reserves was 
Rs. 472:2 million and Rs. 617°3 million in 1949-50, so that 
reserves stood at Rs. 958-5 million at the end of June 1950. 
However, of this latter amount, Rs. 433 million represented the 
decline in the rupee value of sterling assets following devaluation 
of sterling, and was not a loss in real terms. In 1950-1, the reserves 
rose by Rs. 554-6 million to the peak figure of Rs. 1,513:1 million. 
Thereafter something in the nature of a drain developed, and by 
the end of 1952 the reserve had been reduced to Rs. 606:1 million. 
A slight rise ensued to Rs. 668-8 million at the end of June 1953. 
By the beginning of 1954, the favourable trend was reversed and 
by September of that year the reserves had declined to Rs. 560°5 
million, or the lowest in the country’s trading history. Some 
recovery ensued next year and at the end of June, 1955, the 
reserves stood at Rs. 695-8 million. (For movements since de- 
valuation, see below.) 

In recent years, the strain on reserves has been reduced by a 
rising inflow of long-term capital and foreign aid. The figures of 
foreign investment, as recorded by exchange control statistics, were 
relatively modest up to 1952-3, totalling Rs. 44-1 million over a 
period of five and a half years or an annual average of Rs. 8-02 
million. In 1953-4, the inflow increased to Rs. 16-0 million and in 
1954-5 to Rs. 22:5 million, being largely attributable to sub- 
stantial investments made by the “Commonwealth Development 
Finance Co. Ltd.’ and the Burmah-Oil Co. Ltd. in the share- 
capital of the Sui Gas Transmission project. U.K. has been the 
main supplier of long-term capital to the country, its share being 
over go per cent. on the average. (Items of investment by Pakistan 
are shown in 1950-1 and 1955-6 amounting to Rs. 397'1 million 
and Rs. 166:3 million respectively: these represent Pakistan’s 
membership subscription in the International Monetary Fund and 
International Bank for Reconstruction and Development. The 
subscriptions were paid in gold to the extent of Rs. 18-2 million 
only and this was re-imbursed to Pakistan by India under the 
Partition arrangements. The remainder was paid in ad hoc rupee 
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Table XLII 


Loans AND CrepitTs! 


{in million U.S. $) 


Remarks 


Loan to be disbursed largely in U.S. $ 
and French francs for rehabilitation, im- 
provement, and modernization of railway 
system. Finances purchase of 37 diesel- 
electric and 41 shunting locomotives, 12 
197 Carriages, 1,194 wagons, 
workshop equipment, &c. 

Loan in U.S. $ to finance import of 
tractors and other equipment to clear, 
plough, harrow, and seed about 660,000 
acres of Jand commanded by the Thal 
irrigation project. 

Loan in pound sterling for construction 
of a 348-mile 16-inch pipeline for trans- 
mission of natural gas from Suiin Baluch- 
istan to Karachi via Sukkur and Hydera- 
bad through the lower Indus Valley. 
Loan in pound sterling and German 
marks for construction of a 30,000 kw. 
thermal plant in Karachi and rehabilita- 
tion of existing power plants; also ex- 
tension and improvement of transmission 
and distribution facilities and engineering 


Loan in Japanese yen and European 
currencies for reconstruction and mod- 
ernization of cargo berths and handling 
facilities on the East wharves of the 
Karachi port. 

Loan in U.S. $ to finance part of the 
foreign cost incurred in construction of a 
30,000-ton pulp and paper mill in E. 


Purchase of 165,000 tons of U.S. wheat 
to meet shortages in 1952-3. 

Useable over 3 years for purchase of 
equipment and supplies intended for 
projects which would directly or in- 
directly help in solving the food problem. 


Equivalent Rate of 2 Amount | Amount 
Loan or Credit Amount Date Interest | Maturity drawn up | repaid up 
(in U.S. §$) % to 30-6-56 |to 30-6-56 
I. International Bank for 
Reconstruction and De- 
velopment 
1. Railway Rehabilita- 27°20 27-3-1952 42 1954-67 15°6 
tion 4°47 ‘ 
| boilers, 
2. Thal Agricultural 3°25 13-6-1952 4} 1954-9 2:85 | 
Development 
3. Sui Gas Transmis- 14°00 2-6-1954 4i 1956-74 14°00 = 
sion Line 
4. Karachi Power 13°80 20-6-1955 48 1957-70 9°60 — 
Development 
services. 
5. Karachi Port 14°80 4-8-1955 43 1960-85 1°40 — 
6. Karnaphulli Paper 4°20 4-8-1955 43 1956-74 4°20 — 
Mills 
Pakistan. 
ae Export-Import 15°00 Sept. 1952 4 1958-98 15°00 — 
an 
Ill. U.K. Special Credit 28-00 May 1953 — _— 11-90 —_ 
IV. Deferred Payments 54°50 1953-5 a — 54°50 <= 


arrangements 
(U.K., Japan, W. 
Germany) 


1 Except loans repayable in Pakistan currency which are shown under Table XLIII. 


2 IBRD loans carry 1% 


commission which is included in rate of interest. 


Imports of machinery, iron and steel, 
and certain non-ferrous metals financed 
through medium-term credits pro- 
vided by suppliers on the following terms: 
payment of 10% on placement of orders, 
15% on shipment of goods; balance in 
ro equated half-yearly instalments. 


3 At Rs. 3:32 per U.S. dollar: this rate was prevalent at the time arrangements were made and licences issued for approximately Rs. 190 million, 
of which licences for Rs. 27 million were presumably not utilized. 
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to development projects;! (d) emergency aid such as for purchase 
of food-grains and for flood relief. In practice, (a) and (b) are very 
closely related. 

Foreign aid negotiation started in 1951-2 under the Colombo 
Plan and the TCA (Point IV) U.S. programme and definite allot- 
ments were made in 1952-3 committing funds for various projects. 
However, there was an inevitable lapse of time covering the 
settlement of procedures between Pakistan and aid-giving coun- 
tries, the processes of negotiation, allotments of funds and their 
commitment for industrial projects, placement of contracts and 
orders for supply of requirements, the assembling and despatch of 
materials, &c. Hence in the first two years a modicum of economic 
aid was provided. In 1953-4 the flow of project-aid increased as 
equipment was received for several industrial units and other 
purposes; emergency wheat aid was also obtained. Against 
700,000 tons authorized by the U.S.A. under special legislation, 
610,000 tons were imported. Another 104,000 tons were imported 
from Canada by adiversion of $5 million from the 1952-3 allotment 
of funds under the Colombo Plan and a special grant of $5 million. 
Australia provided 45,000 tons with a special grant. A total of 
759,000 tons were thus imported against emergency aid; assuming 
an average price of Rs. 300 per ton, the value of wheat aid in 
1953-4. would be Rs. 227-7 million. In 1954-5, a difficult foreign 
exchange position developed with the continuing decline in cotton 
earnings and the failure of receipts from jute manufactures and 
rice to materialize in expected proportions. An appeal was made 
to the U.S.A. for special commodity assistance for import of 
industrial requirements and essential consumer goods. The 
U.S.A. responded with an aid programme of $111-07 million 
(details in Table XLIII). Aid supplies of grain were again 
required in 1955-6 and later. As against total allotments of 
$508-38 million, aid utilization (excluding technical services) 
amounted to $249-:23 by the middle of 1956. 

So much for the trends in the current account and the methods 
adopted for financing it. The overall balance of payments figures 
discussed cover some interesting relationships with important 


1 In this category may also be included the supply of surplus agricultural 
commodities against payment in rupees under U.S. Public Law 480 and other 
legislation: raw cotton, tobacco, dairy products, cereals and sugar are the chief 
commodities in this programme. 


ee ~ 
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| Table XLII 


Non-MILITARY FOREIGN AID ALLOTMENTS 
(Grants, sales against rupees and loans repayable in rupees) 


July through Fune 
Category of Aid (millions of U.S. $) 


Total | 1951-2 | 1952-3 | 1953-4 | 1954-5 | 1955-6 


A. United States 401°83| 10°60| 12:00| 96-30| 111-07 | 171°86 
1. ‘Technical Co-opera- 
tion grants 44°60 | 10°60| 12°00 8:10 5°20 8°70 
2. Development grants 
and project aid 65°18 — — I4°50) || 20°38 |. 30°30 
3. Surplus agricultural 
commodities 105°36 — — — 40°24 | 65°12 
(i) Food-grains 61°40 — — — — 61°40 
(ii) Raw cotton 26°88 _ — — 26°88 — 
(iii) Sugar, fats, oils and 
dairy products 17°08 — — —— 13°36 qo72 
4. Emergency Relief 84°59 -— 73°76 5°25 5°64 
(i) Food-grains 73°70 — — 72070 — — 
5. Non-Project Supplies| 102-10 — -— -— 40°00 | 62°10 
(i) Machinery, vehicles 
and spares 32°29 — — — 11°85 | 20°44 
(ii) Ferrous and non- 
ferrous metals 26°74 — — — 10°09 | 16°65 
(iii) Drugs and 
| chemicals 13°46 — — — 8:96} 4°50 
B. Colombo Plan OL27, | 21596 (£4Z22Ti| 24:92) 022756) 14°20 
6. Canada 54°20 | 10°00 OFIO |. | T4250 |) 10°10) |" 10*50 
(i) Food-grains 10°00 — 5°00 5°00 — — 
7. Australia 29°53 4°50 4°05 g'00 | 10°40 1°58 
| (i) Food-grains 4°50 — — 4°50 — a= 
8. New Zealand 3°92 0°70 0°70 0°70 0:98 0°84 
| 9. Technical co- 
operation scheme! 3°60 0°18 0°36 o-72 1:08 1°26 
|  C. Other Sources* 15°28 2°69 2°39 1°79 3°98 4°43 
10. United Nations Wer 1°09 1°09 1°09 3°42 1°08 
Total Allotments 508°38 | 28:67] 28:60 | 123-01 | 137°61 | 190°49 
| Total Utilization? 249°23 3°92 2°26.) O2:055| (25°90 1 12420 
(excluding technical 
services) 


1 Distribution of allotments up to 1954-5 are estimated. 
2 Figures of utilization up to 1954-5 are estimated. 


| Sources: White Paper on Foreign Aid, Government of Pakistan, 1956, and 
unclassified ICA Documents. 
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trading countries. Pakistan’s membership in the sterling area 
(discussed below) and the existing restrictions on sterling area 
payments to the dollar area and to other countries indicate the 
need for group-wise study with special reference to individual 
countries of importance in each group. Statistics covering the 
period until June 1950 classify transactions among ‘dollar area’, 
‘sterling area’, and ‘other countries’. A more detailed classification 
is available after that date, transactions with U.S.A., Canada, 
U.K., India, Japan, and Continental European countries, being 
listed separately (Table XLIV). 

The Table indicates the position with the dollar area! to the end 
of 1956. Prior to August 1949, while Pakistan was free to spend her 
own earnings of dollars and other ‘hard’ currencies, she could 
not convert her ‘free sterling’ into dollars or other ‘hard’ currencies 
except for such amounts as were negotiated with the U.K. period- 
ically. Hence, the extent of the country’s deficit with the dollar 
area was regulated by the amounts of ‘multi-convertible’ sterling 
released. 

The first Agreement (covering the period January-June, 1948) 
provided for free convertibility into ‘hard’ currencies to the extent 
of £3-3 million. The second Agreement (covering one year up to 
June 1949) provided a multi-convertible release of £5 million or 
Rs. 66-7 million. The deficit during this period with the dollar 
area alone was Rs. 113-7 million, so that a certain amount of over- 
drawing may have occurred. With the year commencing August 


1949, the practice of providing fixed releases was stopped. Pakistan - 


undertook, in conformity with the Area’s policy of restricting 
dollar purchases, to spend only three-fourths of the dollars 
spent in the previous base year. For this purpose, the base year 
taken was July 1948 to June 1949 and a maximum annual ex- 
penditure of $65 million was fixed. This meant that Pakistan 
would, if necessary, obtain dollars from the central reserves to the 
extent that her own earnings fell below $65 million, and agreed 
to a maximum annual dollar expenditure of that amount. If 
_ Pakistan earned more than $65 million, the excess would accrue to 
the Central Reserves. 


1'The Area includes U.S.A., Canada, and the remaining countries listed by 
the Exchange Control as ‘Other American Account Area’. 

2 ‘Hard’ currencies belong to countries with which the sterling area runs © 
an overall deficit, resulting in a loss of gold or dollars, as regulated by payments 
agreements with them negotiated by the U.K. on behalf of the sterling area. 
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trading countries. Pakistan’s membership in the sterling area 
(discussed below) and the existing restrictions on sterling area 
payments to the dollar area and to other countries indicate the 
need for group-wise study with special reference to individual 
countries of importance in each group. Statistics covering the 
period until June 1950 classify transactions among ‘dollar area’, 
‘sterling area’, and ‘other countries’. A more detailed classification 
is available after that date, transactions with U.S.A., Canada, 
U.K., India, Japan, and Continental European countries, being 
listed separately (Table XLIV). 

The Table indicates the position with the dollar area! to the end 
of 1956. Prior to August 1949, while Pakistan was free to spend her 
own earnings of dollars and other ‘hard’ currencies,” she could 
not convert her ‘free sterling’ into dollars or other ‘hard’ currencies 
except for such amounts as were negotiated with the U.K. period- 
ically. Hence, the extent of the country’s deficit with the dollar 
area was regulated by the amounts of ‘multi-convertible’ sterling 
released. 

The first Agreement (covering the period January-June, 1948) 
provided for free convertibility into ‘hard’ currencies to the extent 
of £3-3 million. The second Agreement (covering one year up to 
June 1949) provided a multi-convertible release of £5 million or 
Rs. 66-7 million. The deficit during this period with the dollar 
area alone was Rs. 113-7 million, so that a certain amount of over- 
drawing may have occurred. With the year commencing August 


1949, the practice of providing fixed releases was stopped. Pakistan ~ 


undertook, in conformity with the Area’s policy of restricting 
dollar purchases, to spend only three-fourths of the dollars 
spent in the previous base year. For this purpose, the base year 
taken was July 1948 to June 1949 and a maximum annual ex- 
penditure of $65 million was fixed. This meant that Pakistan 
would, if necessary, obtain dollars from the central reserves to the 
extent that her own earnings fell below $65 million, and agreed 
to a maximum annual dollar expenditure of that amount. If 
_ Pakistan earned more than $65 million, the excess would accrue to 
the Central Reserves. 


1 The Area includes U.S.A., Canada, and the remaining countries listed by 
the Exchange Control as ‘Other American Account Area’. 

2 ‘Hard’ currencies belong to countries with which the sterling area runs © 
an overall deficit, resulting in a loss of gold or dollars, as regulated by payments 
agreements with them negotiated by the U.K. on behalf of the sterling area. 
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Table XLIV 


GEOGRAPHICAL DISTRIBUTION OF BALANCE OF PAYMENTS 
(Rs. in millions) 


Jan.- 1948-9 1949-50 1950-1 1951-2 1952-3 1953-4 1954-5 1955-6 1956 

ne uly- Fan.- July- = Fan.- Fuly- = Fan.- July- Jan.- July- —-Fan.- FJuly- Jan.- July- —-Fan.- Fuly- te ‘a 

rhe ine June Total Dec. June Total | Dec June Total Dec June Total Dec June Total Dec. Sune Total Dec. June Total Dee. Se Total ine 

U.S.A. Pp 79'1 164°1 243°2 192°4 II4°9 307°3 86-1 69°5 155°6 55°0 72°99 127°9 48°4 721 120°5 211°6 §«298'6 = 5102 517°8 
R vo. o 104'I 179°7 29°1 50°7 79°8 45'2 74°9 120°I 47°4 §0°0 97°4 52°6 72°6 125°2 227°8 340°2 568-0 456°4 
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Total spending in the dollar area amounted to Rs. 171 million 
in 1949-50 (a sharp drop from Rs. 255-9 million in 1948-9). 
Dollar area earnings amounted to Rs. 81-2 million in 1949-50, 
leaving a deficit of Rs. 89-8 million. During 1950-1, the deficit 
was slightly over Rs. 80-7 million, although receipts at Rs. 187 
million had almost doubled compared with the previous year 
due to stock-piling of raw jute by burlap interests in U.S.A. who 
purchased almost double their normal off-take. The entire 
sterling area position began to deteriorate by the middle of 1951 
and a call for dollar economies was again sounded, though 
Pakistan’s deficit with the dollar area continued to mount, and 
reached a peak of Rs. 258-7 million in 1951-2 mainly caused by a 
decline of Rs. 100 million in receipts from the U.S.A. (to Rs. 
79°8 million) as accumulated stocks were liquidated entailing 
smaller current purchases and the prices of major dollar exports 
(jute, wool, dest cotton) declined. In 1952-3, the deficit was 
curtailed to Rs. 109-5 million as payments to the U.S.A. were 
halved while receipts improved as purchases were resumed in 
normal quantities. The deficit would have been much lower but 
for heavy purchases of wheat, particularly from Canada. In 
1953-4, the deficit was reduced to Rs. 29:5 million as the ex- 
ceptional expenditures on wheat disappeared after emergency 
wheat-aid was provided by U.S.A. and Canada. In 1954-5 the 
position improved further, the deficit being reduced to Rs. 0°8 
million with payments at Rs. 157-7 million and receipts at Rs. 
156-9 million. In 1955-6 there was a positive balance of Rs. 
77°5 million with the dollar area (excluding aid). 

It would thus appear that the country was in deficit with the 
dollar area up to October 1954 (except for a brief period in 1948), 
and had to draw on the sterling area Central Reserves to meet it. 
On the other hand, as will be indicated later, the country had a 
surplus in trade with the Continental European countries, most of 
which were members of the European Payments Union. In 1950-1 
U.K. (and sterling area) recorded heavy surpluses with E.P.U. 
while in the next two years large deficits were registered so that 
the Central Reserves received gold initially whereas later gold 
was paid out. To the extent that Pakistan enjoyed a substantial 
surplus with the E.P.U. countries, it contributed to the receipt 
of gold in the first stage and moderated the outflow of gold in 
the second stage. While it is difficult to establish the specific 
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contribution made by Pakistan, it is sufficient to suggest that 
Pakistan’s expenditure from the Reserves was less than its deficit 
in the dollar area. 

Turning to the Sterling Area, the balance of payments in this 
sector indicates a continuous deficit throughout the period (see 
Table XLIV). The deficit amounted to Rs. 460-3 million in 1948-9 
and Rs. 354-5 million in 1949-50. Although receipts were lower 
in the latter year, the deficit was reduced mainly due to severe 
import restrictions applied after September 1949. The deficit 
was again lower in 1950-1 following the rise in prices of the 
country’s major exports but after their relapse from the middle of 
1951, deficits continued to grow. 

The classification available since July 1950 clearly shows that a 
massive deficit with the U.K. results from heavy government 
disbursements in that country for defence stores and other equip- 
ment and is the main factor in the deficit with the sterling area asa 
whole. But even on private account, there have been deficits with 
U.K. A traditional supplier of the country’s requirements, its 
purchases have remained at much lower levels. Indeed, receipts 
have actually shown a declining trend. The result has been to 
produce mounting deficits, rising from Rs. 287-8 million in 1950-1 
to Rs. 512-8 million in 1951-2 and Rs. 497-4 million in 1952-3. 
The deficits have been reduced subsequently only by drastic 
reduction of private accounts imports. 

India is a member of the sterling area and the non-inclusion of 
transactions with it prior to February 1951 exaggerated the deficit 
in this sector, since Pakistan consistently earned surpluses with that 
country in the course of normal trade, as noted earlier. After the 
resumption of trade in February 1951, the surplus persisted for 
some time. It amounted to Rs. 158 million in the first half of 1951 
and was Rs. 156-5 million in the second half of the year. But with 
the beginning of 1952 there was a drastic reversal of trends. A 
deficit of Rs. 55-5 million was recorded in the first quarter of this 
year, which rose to a peak of Rs. 98-6 million in the next quarter. 
In the second half of 1952, the deficit was Rs. 65-5 million while 
in the first half of 1953 it amounted to Rs. 3-4 million. During this 
period therefore, Pakistan’s deficit with the sterling area was 
being aggravated by the payments position with India in direct 
contrast to the post-Partition pattern under which Pakistan had 
been able to set off its deficits with other countries in the sterling 
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area against its surpluses with India. The deterioration is clearly 
seen in the change from a surplus of Rs. 158 million in 1950-1 
(the result, incidentally, of only four months’ trading), to a rough 
balancing in 1951-2 and to the deficit of Rs. 68-9 million in 1952-3. 
In 1953-4, the deficit was eliminated largely by reducing pay- 
ments to Rs. 107°6 million against the peak of Rs. 451-6 million in 
1951-2. Receipts were tending to level off at Rs. 102-2 million 
compared with a peak of Rs. 454 million in 1951-2. In 1954-5, 
the adverse balance stood at Rs. 209-4 million with receipts and 
payments slightly above the preceding year. Compared with 
1950-1, however, the total value of transactions (payments plus 
receipts) had been reduced to less than one-third over a period of 
four years. Compared with the value of trade (imports plus 
exports) in 1948-9, it had been reduced to almost one-tenth of that 
year. ‘This severe contraction in trade followed the decline in 
purchases of raw jute by India and the reduced imports of cotton 
textiles, coal, and other commodities from that country. 

The ‘Other Sterling Area’ (O.S.A.) members have contributed 
large surpluses in most years except in 1951-2 when payments 
were exceptionally high while the value of cotton exports to 
Hongkong (the major trading partner in this group) declined. 
In 1952-3, a surplus of Rs. 10 million was recorded as payments 
were sharply curtailed and in 1953-4 the surplus rose to Rs. 
59°1 million as payments were cut further. In 1954-5, a much 
larger surplus of Rs. 115-3 million was recorded as receipts 
increased due to rice shipments to some Middle East members of 
the sterling area. 

Turning to the non-dollar non-sterling area countries, it is 
found that as a group, these have been the best customers of 
Pakistan, accounting in some years for as much as half of total 
export receipts. From July 1950 the group has been divided into 
Continental European countries (Continental O.E.E.C.), Japan 
and Rest of World, the last mentioned including the Soviet 
Union, China, Eastern Europe, and some countries of the Middle 
East and Far East. The most important trading partner in the 
group is Japan. Its importance dates from 1949-50 when trade 
on some scale was resumed between the sterling area and Japan. 
However, its treatment as a ‘hard currency’ for some time and 
later its transfer to a separate category meant that stricter import 
restrictions were applied against it, thus restricting payments to 
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Japan while receipts were at high levels. As a result, a surplus 
of Rs. 388-5 million was recorded in 1950-1, the first year for 
which balance of payments statistics with that country are avail- 
able. However, the relaxation of imports after 1951 resulted in a 
heavy increase of payments while receipts actually declined (as in 
the case of U.K.) leading to a substantial deficit of Rs. 246-6 
million in 1951-2. 

In 1952-3, the deficit was converted into a surplus as a result 
of a drastic decline in payments while receipts increased slightly. 
In 1953-4, the surplus rose as the decline in payments continued 
at a faster rate than that of receipts, the latter being caused by a 
sharp decline in off-take of cotton. In 1954-5, payments rose 
slightly while receipts fell so that the surplus was reduced to Rs. 
213°7 million only. However, payments statistics during these 
two years do not fully reflect the value of machinery imported 
under deferred payments, the statistics showing only the actual 
initial remittances. As in the case of India, the volume of trans- 
action with Japan has fallen sharply from a 1951-2 level of Rs. 822 
million to less than one-third due mainly to a decline in export 
of raw cotton and in imports of cotton textiles. 

The Continental (O.E.E.C.) countries! have been heavy cus- 
tomers of Pakistan’s exports. While they improved their position 
as suppliers after the signing of bilateral trade agreements, 
Pakistan’s balance of payments has remained consistently surplus 
although the surplus has declined from a peak of Rs. 423-8 million 
in 1950-1 to Rs. 137°4 in 1954-5: this has been accompanied by a 
contraction in receipts from Rs. 641-9 million to Rs. 343 million 
while payments have stabilized at Rs. 205-5 million after reaching 
a peak of Rs. 378-5 million in 1951-2. 

Similarly, the group classified since July 1950 under the ‘Rest of 
the World’ has also consistently contributed a surplus mainly 
attributable to large purchases of cotton by China, not offset by 
any large payments to that or other countries in that group. 

To sum up, Pakistan has been in deficit with both sterling area 
and dollar area countries over long periods. The remaining 
countries of the world have moderated the overall deficit, their 
success as customers over the years exceeding their ability to 


1 They comprise Austria, Belgium, Denmark, France, Greece, Italy, Luxem- 
burg, the Netherlands, Norway, Portugal, Sweden, Switzerland, Trieste, 
Turkey, and Western Germany. 
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supply Pakistan’s needs, which have been largely met by tradi- 
tional suppliers in the sterling area. 

Turning to the prospects for the balance of payments, it is 
apparent that the current level of foreign exchange reserves, viz. 
Rs. 695-9 million at the end of June 1955, will not permit the 
incurring of deficits beyond what may be financed through foreign 
loans and aid although the former will mean that a recurrent 
liability is incurred over the next few decades, as the loans are 
serviced and repaid. 

On the side of receipts, a determinant will be future export 
earnings. It is difficult to predict the price situation in com- 
modity fibre markets, except perhaps to suggest that con- 
tinuing attempts to curtail production of cotton in U.S.A. and of 
jute in Pakistan, if successful, should impart greater strength to 
prices of both fibres in coming years. Meanwhile, Pakistan’s 
earnings from cotton may be expected to increase as cotton 
production is raised sufficiently to meet the demand of the local 
textile industry and yet leave an exportable surplus of 1-2-1°5 
million bales; if achieved, the single most important factor in 
declining foreign exchange receipts would be eliminated. Indeed, 
while there is not much hope of increased receipts from raw jute, 
the country will be entering world markets within the next few 
years as a major exporter of jute manufactured goods. On the pay- 
ments side, there may be reduced pressure for payments of many 
consumer goods, the production of which is steadily on the rise. 
The country has already become self-sufficient in respect of coarse 
and medium qualities of cloth and yarn, in paper, jute-textiles, 
leather goods, edible oils, and is meeting a substantial part of its 
requirements in cement, coal, sugar, chemicals, and small engineer- 
ing goods. Whether the growth of internal production capacity 
will necessarily provide relief to the balance of payments is by no 
means an easy question to answer. For one thing, increasing 
imports of machinery, spare parts, fuels, chemicals, &c., will be 
necessary, both initially and recurrently, as industries develop. 
The process of development will create new incomes and given the 
propensity to import, a certain proportion of the increased incomes 


1 Reserves increased to Rs. 1,156°2 million by the end of 1955, of which 
Rs. 299.6 million was attributable to a book appreciation following the devalu- 
ation of the Pakistani rupee. By the end of 1956, reserves had declined to Rs. 
1,262°5 million (see Table XLI). 
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will be directed towards imports: the content of imports may 
change, their absolute volume may not be reduced. There will be 
recurrent liabilities for amortization of debts and for remittances 
of profits and interest on foreign investments in the country. 

We may now turn to a discussion of two issues of considerable 
relevance in the balance of payments field (a) the membership in 
the sterling area, (b) the rate of exchange of the Pakistan rupee. 


I. STERLING-AREA MEMBERSHIP 

The term ‘sterling area’ is employed to refer to a group of 
countries with closely related foreign exchange systems and held to 
the pound sterling through certain well-defined arrangements. 
These arrangements are the gradual, natural outgrowth of U.K.’s 
historical role in world trade and finance and its special political 
relationship with the majority of member-countries, which belong 
currently to the British Commonwealth of Nations. Membership 
in the sterling area involves certain obligations which are voluntar- 
ily accepted rather than legally enforced. These arrangements 
include 


(a) the use of pound sterling as a common international currency 
for the settlement of accounts among members, 

(5) the acceptance of pound sterling for any surplus in their 
balance of payments with non-members and the willingness 
to convert and hold their earnings of non- 238 currencies in 
the form of sterling, 

(c) the maintenance of a stable, though not fixed exchange rate 
with the pound sterling, and hence with all other countries 
doing the same through the buying and selling of pound 
sterling against local currency at prescribed rates by the 
monetary authorities of each member country, 

(d) the adherence to the terms of any payments arrangements 
negotiated by U.K. on behalf of the sterling area as a whole 
with countries outside the Area. 


In 1931, a deliberate and conscious decision to accept these 
practices was faced by countries when the pound sterling was 
delinked from gold and lost its fixed convertibility into this form of 
international purchasing power. For most countries in the British 
Commonwealth and Empire, the decision to follow the pound 
sterling was a matter of course. However, on the eve of the 
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outbreak of the war in 1939, the sterling area began to acquire 
statutory definition. Exchange controls were introduced for the 
purpose of economizing the use of gold and ‘hard’ currency 
resources and for applying them to the maximum benefit of the 
area. A net of regulations was thrown around the group of 
countries which continued to adhere to sterling. Free transfers of 
funds were permitted within the area; restrictions were placed on 
the movement of funds, whether in the form of current payments 
or capital transfers, to non-sterling countries. The currencies of 
the non-sterling countries were placed in a common pool, along 
with exchange and other claims against such countries appropriate 
for use in a monetary sense. Permission for drawing upon this 
pool was allowed according to the priority needs of each partici- 
pating country. 

After the end of the war and the failure of the experiment in 
multilateral convertibility of August 1947, the sterling area 
assumed its present shape, with the United Kingdom regulating 
relations with non-sterling countries through a series of bilateral 
payments agreements with all the principal countries of the world. 
Prior to Independence of 1947, Undivided India was necessarily 
a part of the sterling area. Both India and Pakistan have thus far 
remained within the Area, though after attaining their independ- 
ence, they had the right to withdraw at any time. There have 
been arguments against Pakistan’s continued membership in the 
area. Some arguments are of a political character and fall outside 
the field of this study.1 The more pertinent arguments are: 


(a) It is necessary to build up balances in currencies other than 
sterling in order to be in a position to follow a more independ- 
ent international economic policy. 

(0) The central reserves of the sterling area and the main prin- 
ciples of the exchange control mechanism are regulated by the 
United Kingdom alone, despite the fact that independent 
countries (including Malaya) have made large contributions in 
certain years to the reserves. Again, the sterling-gold rate of 
exchange is of crucial importance for members of the area but 


i For example the unilateral decision of the U.K., after the outbreak of the 
oil dispute, to deprive Iran of Transferable Account facilities, restricted the 
ability of members of the sterling area to make payments to Iran; this action 
has been regarded by some as unwarranted political use of an economic arrange- 
ment. 
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decisions on it are taken by the United Kingdom without 
consultation with the members who are bound to be as deeply 
affected as the U.K. itself. 

(c) The tendency of certain countries to impose restriction in 
their trade with Pakistan when their balance of payments 
situation deteriorates with the area as a whole may prove 
against Pakistan interests. In addition, some countries may 
restrict purchases from Pakistan, irrespective of their balance 
of payments situation with this country, mainly because they 
have a deficit with the sterling area. 


Starting with the last argument, it is easy to show that it can work 
both ways: that indeed, the greatest advantage of the sterling area 
membership lies precisely in the ability to have trade with 
countries irrespective of the individual balance of payments 
relationship with them. With many countries pooling their 
earnings of foreign (i.e. non-area currencies), the deficits of some 
members with certain non-sterling countries might be easily 
offset by the surpluses earned by others, enabling all to have trade 
with them without undue restrictions. Moreover, without the 
broad agreements between sterling area, represented by the U.K. 
and principal trading countries, it would be necessary for Pakistan 
to have separate bilateral arrangements with all its trading part- 
ners. ‘This would entail complex technical and policy operations 
and greatly strain the country’s exchange control administration 
as was clearly illustrated by the heavy pressure thrown at this 
machinery following the signing of the trade agreement with 
India in February 1951. ‘The agreement provided that the two 
countries would initially offset their transactions, settling only 
the net balances in terms of sterling: this was a departure from 
normal sterling area procedures of routing all transactions through 
London and was mainly justified by the large number of trans- 
actions passing between the two countries. 

Again, it is pointed out that Pakistan’s membership in the 
sterling area has enabled it to obtain dollar-goods in much larger 
quantities than its own earnings of dollars would have permitted; 
the sterling held by Pakistan as a full-member can be normally 
used for payments in any part of the world, including the dollar 
area, subject to specific or general arrangements with the United 
Kingdom. 
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This leads to another point: in a world characterized by dollar 
shortages on the one hand and autarchic policies of planned 
economies on the other, the sterling area has provided for its 
members a wide area of relatively free trade and free payments. 
Within its limits, it represents the largest area of multi-converti- 
bility with a minimum of rules and regulations. In general, 
restrictions on the making of payments with sterling apply only to 
dollar area countries (known as American Accounts countries), 
Even this restriction does not apply to resident sterling area 
members like Pakistan, although a moral obligation exists to 
economize on expenditures of gold and dollars. The total volume 
of sterling that can be transferred either automatically or with the 
permission of the U.K. Exchange Control by all countries using 
sterling in their trade helps to finance more than half of the world’s 
current international transactions at the present time. 

As for the problem of the ‘government of the area’ it has to be 
realized that the pound sterling is the currency of the United 
Kingdom and primarily decisions regarding its exchange rate can 
be made by the U.K. alone, if it so wishes. Members adhering to 
sterling do so at their own wish, although the observation cannot 
be avoided that another devaluation, not previously agreed upon, 
or a ‘liberation’ of the sterling-dollar exchange rate could bring 
grave injury to the area, since many of its independent members 
would find that a major economic advantage, viz. maintenance of 
stability in the frame-work of their external trade relations, is 
continuously or periodically affected, without any decision on their 
part. On the other hand, a system of consultations is being 
gradually built up through periodic conferences of Common- 
wealth Finance Ministers, through the agency of the Sterling 
Area Statistical Committee, the Commonwealth Liaison Com- 
mittee, &c. 

It appears that Pakistan has wisely followed the stronger 
economic arguments in continuing to adhere to membership in the 
sterling area. This is not to suggest that future events may not 
change the balance of evidence. If non-sterling areas prove better 
markets in which to sell export commodities, purchase machinery 
and other equipment, and obtain long-term capital, the building 
up of balances there would appear quite justifiable. Moreover, 
Pakistan is now a member of the International Monetary Fund 
(since 1950, though its par-value was established in March 1951, 


302 THE ECONOMY OF PAKISTAN 


see below). The I.M.F. is endeavouring to promote greater 
inter-convertibility of currencies on a world-wide basis and to an 
extent that if it is successful, membership of the Fund might 
render membership in the sterling area of much less importance. 


2. EXCHANGE-RATE PROBLEMS 

Meanwhile, Pakistan’s ability to follow an independent line of 
policy, to take whatever decisions it considered in its national 
interest, remain unaffected. ‘This independence was vividly 
exemplified by the country’s refusal to follow the pound sterling 
in devaluation in September 1949. ‘The decision did not result in 
any perceptible weakening of Pakistan’s adherence to the area nor 
indeed did it evoke any reactions from the U.K. or other members 
of the area, except India. India refused to test the Pakistan 
exchange rate in normal trade but ultimately recognized the same 
in February 1951. It is urged by authorities in Pakistan that the 
decision was taken keeping in mind not only the interest of 
Pakistan, but the interest of the sterling area itself. Attention is 
drawn to the relatively inelastic supply of jute, cotton, and other 
export commodities and the apparent lack of sensitivity of foreign 
demand to changes in their prices. It would not have been possible 
to increase the physical volume of sales in the dollar area to any 
extent and this would have meant a net decline in the dollar 
earnings of the area without any compensating advantage. 

On the other hand, the decision would protect Pakistan’s vast 
development schemes from the extra burden resulting from 
devaluation and the people, particularly of East Pakistan, from a 
further dose of inflation. Indeed, if the devaluation had raised the 
price of necessities, particularly of rice in East Bengal, it would 
have rendered the maintenance of competitive jute prices difficult, 
since a very obvious relationship between jute and rice prices 
exists. On the other hand, adjustments in the level of export 
prices proved adequate to compensate for any unfavourable 
reactions of the appreciation of the Pakistan Rupee vwis-d-vis 
sterling area and other devalued currencies. 

The situation had changed drastically, however, by mid-1955. 
Pakistan’s industrial production index rose from 100 in 1950 to 
285 in 1954 and to 350 in 1955. As explained by the White 
Paper on the Budget of Pakistan for 1956-7, dated 15 March 


1956: 
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By the beginning of 1955, the economy of Pakistan had undergone a 
basic transformation. It was no longer an almost wholly agricultural 
and unbalanced economy, but had become semi-industrialized and had 
developed an export potential in manufactured goods. At the same time, 
the world prices of agricultural commodities had been on the decline, 
and the return to the cultivator for his jute and cotton was much less 
than was the case in 1949. The internal supply position in respect of 
consumer goods had improved considerably as a result of increased 
local production. At the same time, the industrialization of the country 
had reached a stage where it was necessary to review and consolidate 
the progress already made. The resultant situation was, therefore, one 
in which the country’s dependence on imported consumer goods had 
decreased while exports were being hampered by the existing rates 
of exchange. The foreign exchange earnings were falling progressively 
and if there was at all to be any further advance in economic develop- 
ment it was essential that these earnings be increased by the encourage- 
ment and maximization of exports. An important development that 
had taken place since the non-devaluation decision was the rapid 
expansion in the jute industry. It was necessary to place the export of 
jute manufactures on a sound footing and to provide an incentive for 
expansion in capacity and output. Further, with the increase in the 
internal consumption of both jute and cotton the quantity available 
for export had decreased, and it was necessary to expand production in 
order to maintain the previous level of exports. The cotton textile 
industry had also developed an exportable surplus in yarn. In order 
to ensure a better return to the cultivator of jute and cotton and to 
encourage exports of manufactured goods on an internationally com- 
petitive basis, a revaluation of the Pakistan rupee had become necessary 
in the interest of the economy. 


More than two years have elapsed since the devaluation of 
July 1955 and the following tentative conclusions can be hazarded 
as to its effects on the balance of payments. To permit comparison 
with earlier years, the following table is expressed in U.S. dollars, 
eliminating the distortion in ‘rupee-values’ due to the change in 
the exchange rate. Official statistics prior to June 1954 do not 
include overseas borrowings or foreign aid and the figures for the 
later period are therefore adjusted by segregating these items into 
the lower part of Table XLV, which also provides similar data 
for earlier years, obtained from other sources. 

The year 1955-6 produced a large ‘surplus’ in terms of the 
country’s own foreign exchange earnings. However, even after 
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Table XLV 


SUMMARY—CURRENT ACCOUNT 
(in millions of U.S. $) 


1956-7 

1951-2 | 1952-3 | 1953-4 | 1954-5 | 1955-6 | (¥fy_Dec.) 
Payments 872°4| 584:°2]} 435°0| 385°4| 357-3 229°3 
Receipts 759°4 460°9 430°7 406'0 457°2 200°0 
Balance —113'0 | —123°3 —4°3 20°6 99°9 —29°3 


Items not in- 
cluded above: 


Foreign Aid(a) —3°9 —3°3| —92°2| —25°9| —124°3 —8o0'o0 
Suppliers’ 

Credits — — — —46°6 — a 
Loans and 

Credits —o'7| —20°38| —17'°0| —19°4| —23°6 —5°7 


Revised Balance | —117°6 


—A7°4 | 2I3°5 | 7-3 | | 46-0) ae lineo 


(a) Based on Table XLIII. 


taking account of foreign aid and credits, the ‘revised’ deficit was 
much less than in earlier years. The improvement was due 
exclusively to a rise in receipts, while payment out of current: 
earnings actually declined.1 It would not be correct to attribute 
the ‘surplus’ entirely to the devaluation. The continuance of a 
restrictive policy covering private imports in the post-devaluation 
period was probably more significant in retarding payments than 
the price effect of the rise in landed cost in rupee terms. Imports 
and other payments on government account, covering purchases 
of essential defence and development stores (and latterly food- 
grains) were largely impervious to price influences; these remained 
unaffected at $141 million in 1955-6. 

The impact of devaluation is more clearly reflected on the side 
of receipts, although allowance must be made for such improve- 
ment as might be expected to have occurred normally. As 
indicated by Table XLV, earnings rose by more than $50 million 
in 1955-6, compared with the preceding year. The overall export 
price index (based on foreign currency values) actually declined 
by 13 per cent. over the year, so that the increase in export receipts 
was largely due to higher quantum. Jute exports were 10 per 
cent. higher by value at $197-8 million, as against a 12 per cent. 


1 ‘Devaluation—An Assessment’—the experience of Pakistan, 1955-6, 
State Bank of Pakistan Bulletin, November 1955. The discussion in the text 
draws heavily on this article. 
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decline in export price, suggesting ‘a rather elastic foreign demand 
at the present level of supplies and prices’. Earnings from cotton 
rose only 0-4 per cent. to $104:1 million, but again in the face of 
a 14 per cent. decline in export price, reflecting a worsening in 
the international market situation rather than the effect of devalua- 
tion. Increases in earnings under wool, hides, and skins were minor 
but not without significance, for export prices declined, indicating 
a more than proportionate rise in quantity. The effect on the 
remaining exports and invisible receipts was as follows: 


4-5 1955-6 Percentage 
pai (Millions of dollars) Increase 
Jute manufactures SA 18-0 430 
Cotton manufactures —— 6°7 — 
Miscellaneous exports 39°5 42°6 8 
Other Receipts 28°9 34°9 177 


(Excluding Aid) 


While the rise under jute goods was partly due to higher productive 
capacity and improved availability of power, devaluation ‘was a 
major factor’! and the same can probably be said for cotton yarn 
and piece goods. The rise under invisible receipts derived from 
numerous heads; an improvement of almost 25 per cent. under 
the ‘miscellaneous’ group of invisible receipts was probably 
partly caused by a ‘larger inflow of funds through official channels’ 
which would otherwise have come through the black market. 

As for the future, the devaluation has imparted an element of 
flexibility into the (rupee) price-structure; by sustaining domestic 
prices for the export crops, it has contributed to maintaining and 
perhaps enhancing the incentives for their increased production. 
In the case of manufactured items, the exchange-rate adjustment 
has probably helped to provide the necessary margin of competitive 
power to the industries now developing an export-capacity and 
assured greater profitability for the import-competing industries. 
Finally, it has removed an uncertainty in the field of foreign 
investment. 


1 The rise in jute goods earnings has been characterized as ‘truly remarkable’ 
in the context of the increase in the volume of raw jute exports. ‘Since the 
world demand for jute goods has not expanded proportionally, it is evident that 
as a result of devaluation we have been able to capture a larger share of the world 
jute market.’ 
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XVIII 


FEDERAL FINANCE 


in undivided India, based on the constitutional distribution 

of responsibilities and revenue resources between a Federal 
Centre and the constituent units, as laid down in the Government 
of India Act, 1935.1 The Centre was exclusively responsible for 
the conduct of foreign affairs and for defence and communications, 
though it had concurrent responsibility in many other fields. The 
units took responsibility for maintenance of law and order, for 
agriculture, industry and public welfare service, including 
education, health and other ‘nation-building’ activities. ‘To give 
effect to these responsibilities, revenue resources were placed 
under four headings: 


Pires adopted the public finance arrangements in force ! 


(a) taxes levied and retained by the Centre including customs 
duties on imports, taxes on income and capital of corporations, 
and receipts from public undertakings administered by the 
Centre, e.g. railways, posts and telegraphs. 

(b) taxes levied by the Centre but divided between the Centre and 
the provinces, including export duties, excise duties (except 
liquors, drugs, narcotics, and some other items), taxes on 
individual incomes other than agricultural, &c. No part of 
the collections from these taxes would be payable to the 
units except for income taxes and export duties on jute, 
without federal legislation, and since none was passed, these 
were sources of federal revenue at the time of partition. 

(c) taxes levied by the Provinces, including land revenue and 
irrigation charges, taxes on sales, succession duties on 
agricultural property, taxes on agricultural incomes, duties on 
goods and passengers carried by inland waterways, tells, 


1 Refer note attached to Chapter XIX on provisions in the new constitution 
inaugurated in March 1956. 
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excise duties (on items exempted from central excise), taxes 
onemployment and professions, mineral rights, entertainment, 
&c. 

(d) taxes levied by the Centre but distributed to Provinces, in- 
cluding stamp duties in respect of various instruments of 
credit, terminal taxes on movements of goods and passengers 
by rail or air, succession duties (except on agricultural 
property). ‘These taxes were, in fact, provincial sources of 
revenue but were to be levied by the Centre in the interest of 
uniformity. 


The terms of the Act relating to income taxes and the jute 
export duty were elaborated by the ‘Niemeyer Award’ of 1937 
which also incorporated provisions for additional assistance to 
certain provinces. Provincial shares were prescribed out of the 
divisible pool of income tax collections, and the Province of 
Bengal alone was allotted a share in the export duty on jute, at 
62°5 per cent. of collections from the basic duty. The N.W.F.P. 
was given a central subvention of Rs. 10 million in view of its 
meagre revenue resources and Sind received a subvention of Rs. 
10°5 million under the Award together with certain readjust- 
ments in public debt and debt owing to the Centre. The sub- 
vention to Sind was discontinued during the war years, which 
years brought prosperity to the Province. 

The incomplete budget for seven and a half months following 
Partition and ending March 1948 made certain changes in the 
above plan. A major change was to re-include railway finances in the 
general budget. The Railway Convention of 1921 under which a 
separate railway budget was presented had been rendered almost 
inoperative by exigencies of war finance and the re-amalgamation 
of railway accounts in the ordinary budget only recognized an 
existing situation. At the same time it was ensured that the rail- 
ways would continue to accumulate depreciation funds at normal 
rates and operate to as great an extent as possible on strictly com- 
mercial lines. 

It was evident, however, that some radical adjustments were 
necessary to meet the difficult conditions resulting from Partition. 
Anew administration had to be established for the Central Govern- 
ment. The influx of refugees placed a burden on unit govern- 
ments which they could not bear alone and the Centre had to 
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intervene with financial assistance. Defence expenditures in- 
creased sharply as relations with India deteriorated following 
disputes over Kashmir and other issues. Defence stores to which 
Pakistan was entitled were incompletely received. It became 
Pakistan’s responsibility to defend the vulnerable and highly 
explosive Durand Line, dividing the tribal areas in the north-west 
from Afghanistan. The railways were overburdened with surplus 
staff and their fuel costs rose as coal supplies from India were 
irregular; earnings were drastically affected by ticketless travelling 
on a vast scale. ‘Ticketless travel was largely due to the tragedy of 
thousands of penniless refugees being uprooted and on the move. 
‘Strategic’ lines in the Frontier Province were a net liability, the 
entire burden for which (about Rs. 12-5 million annually) fell on 
Pakistan.+ 

While central responsibilities were mounting, earnings from 
central revenue-heads were inadequate in proportion to the central 
responsibilities. Collections from income taxes, for example, 
were less than half what could have been expected, judging from 
Pakistan’s share of undivided India’s population. This was only 
partly due to such temporary circumstances as the arrears left 
behind by the evacuees, the fact that income taxes and corpora- 
tion taxes were collected at the head offices of firms, many of 
which remained in India, and stagnation of business during the 
chaotic conditions of the first post-Partition year. The more 


fundamental cause lay in the undeveloped character of the 


Pakistan economy; in a vast, poverty stricken agricultural popula- 
tion there were few assessable under the direct taxes. ‘The position 
regarding central excise duties was, if anything, more difficult 
since these were collected at points of manufacture, many of which 
remained in India, although part of their consumption markets 
were located in Pakistan. 

The central. budget for 1948-9 incorporated certain adjust- 
ments. A series of new taxes were imposed, designed to raise an 
additional Rs. 101-6 million. After consultation with the provinces, 
the sharing of the income taxes with the Provinces under Section 
138 of the Government of India Act, 1935, was temporarily 
suspended. The sales tax, which was a provincial source of rev- 
enue, was handed over to the Centre for an initial period of two 


1 The Partition settlement sought to compensate Pakistan for this liability 
by reducing the capital-at-charge for the ‘strategic’ lines. 
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years by an amendment of Section 140A of the Act (later extended 
to March 1952 and made permanent by the Raisman Award, 
discussed later). Development grants to Provinces were sus- 
pended. However, the subvention to the N.W.F.P. was to con- 
tinue as also East Bengal’s share in the jute export duty. It was 
further agreed that the provincial governments would leave the 
raising of money through public loans to the Central Government, 
which would in turn provide loans to the Provinces. 

Meanwhile, the central finances began to improve after the 
middle of 1950 as prices of cotton and jute rose under the pressure 
of international events and Government was able to impose 
high export duties on jute, cotton, and wool (Appendix I). A 
liberal import licensing policy was inaugurated in 1950 and ex- 
tended in 1951, bringing increased collections from import duties. 
At this stage, the Provinces made claims for a higher share in the 
available revenues of the country. The cotton-growing areas in 
Western Pakistan, in particular, made claim to a share in the 
cotton export duty. The Central Government responded by 
making an ad hoc distribution of grants totalling Rs. 80 millions 
out of these surpluses of 1950-1 and 1951-2. It was further 
decided in July 1951 to invite Sir Jeremy Raisman, former Finance 
Minister in Undivided India, to examine the existing allocation of 
revenues between the Centre and the Provinces in relation to their 
respective responsibilities and to suggest any changes which would 
result in a more equitable allocation of revenues. It was agreed that 
any recommendations made by Raisman would be accepted as an 
Award. 

Assuming the existing division of responsibilities between the 
Centre and the Provinces, the Award took the position that while 
the emergence of heavy surpluses at the Centre since 1950-1 was 
due to exceptional circumstances, a stage had been reached at 
which the country could begin to conform more closely to the 
general scheme of division of revenues as envisaged in the Govern- 
ment of India Act, 1935. This was the key-note of the Award. 
It provided that: 


(@) 50 per cent. of the net proceeds of taxes on income would be 
assigned to the provinces (as in pre-Partition times) after 
deducting proceeds of corporation tax, taxes on federal 
emoluments, taxes collected in the Federal Capital and the 


310 THE ECONOMY OF PAKISTAN 


proceeds of any central surcharges. The share of the Provinces 
in the divisible pool were determined as follows: 


East Bengal AS per cent. 
Punjab 27 per cent. 
Sind 12 per cent. 
N.W.F.P. 8 per cent. 
Bahawalpur 4 per cent. 
Remainder 4 per cent. 


(b) the levy of the sales tax would vest with the Centre? and 
the Provinces would continue to share 50 per cent. of the 
collections, with slight modifications in the shares received 
by the Provinces in West Pakistan.? 

(c) 50 per cent. of the net proceeds of the central excise duties 
on tobacco, betel-nuts, and tea would be paid to the provinces 
on the same percentage basis as prescribed for income-tax: 
this was to compensate the provinces partially for the loss 
sustained by transfer of 50 per cent. of sales tax collections 
to the Centre. 

(d) An existing additional duty on raw jute (Rs. 1 per bale) 
would be amalgamated with the basic duty (Rs. 3) and 62:5 
per cent. of the net proceeds paid to the Province of East 
Bengal, and any additional duty imposed would be assigned 
to East Bengal to the extent of 10 per cent. of net proceeds 
thereof, the existing upper limit of Rs. 35 million being 
lifted. 

(e) The Central subvention to the N.W.F.P. was raised from Rs. 
10 million per annum to Rs. 12-5 million and a subvention 


1 The transfer of the sales tax to the Centre was justified on the ground 
that the previous system ‘led to great interference with trade and was not even 
a very effective revenue instrument .. . the levy of sales tax is intimately bound 
up with the customs duty on imported goods and the federal excise on indigen- 
ous products. It draws in fact upon the same sources of taxable capacity and its 
exploitation must impinge palpably on these other important federal taxes.’ 


2 Since July 1951 the sales tax has been administered as a single-point tax: 
sea-borne imports into West Pakistan being taxed at Karachi, although actual 
consumption would be elsewhere. Fifty per cent. of Karachi collections were 
therefore shared with the units in West Pakistan and the Award modified the 
percentage share as follows: 

Punjab 54 per cent. 
Sind 16 per cent. 
N.W.F.P. IO per cent. 
Bahawalpur 4 per cent. 
Remainder’ 16 per cent. 
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was provided for the province of Baluchistan, when formed. 


It was estimated that Rs. 63-7 million annually would be 
transferred from the Central revenues to the Provinces on the 
basis of existing rates of taxation, when the Award was im- 
plemented in 1952-3. 

So much for the constitutional background to federal finance 
in Pakistan. Before examining the central budgets in some detail, 
it might be useful to understand their broad structure. There are, 
in effect, two budgets: Revenue and Capital, as shown in Table 
XLVI. The revenue budget includes such expenditures as are of 
a current, recurring, and administrative nature, and is mainly 
financed through taxation. The Capital budget covers expendi- 
tures leading to the creation of ‘concrete assets of a material 
character’. It also accommodates state trading operations and 
central loans and advances to the provinces and other bodies 
for economic development, social uplift, and other purposes. 
Since its expenditures are not incurred for current purposes, it is 
financed only to a limited extent by revenue surpluses, but 
mainly by loans, both external (e.g. World Bank) and internal. 
In recent years the ‘counterpart’ of foreign aid has become an 
import means of financing the capital budget. ‘Transfer to various 
funds from revenue, recoveries of loans granted in earlier years 
and the sale proceeds to the public of shares in industrial under- 
takings are other financing items. The residual item is the cash 
balances of the Government, which may decline if the receipts 
items are insufficient to cover total disbursements or vice versa. 
A correct appraisal of central finances would require study of all 
expenditures, whether on revenue or capital accounts, and the 
methods employed for financing them. 

A steady increase in receipts on revenue account is recorded 
from 1948-9 (Rs. 667-6 million) to 1956-7 (Rs. 1322-8 million) 
as indicated by Table XLVI. Disregarding the exceptionally low 
level of revenues in 1947-8 (which covered seven and a half 
months), the improvement reflected both an increase in taxes and 
the operation of general factors such as the rise in trade, the 
growth of incomes subject to direct taxation and the application of 
the full customs tariff to India in several stages. This was offset 
to some extent by the grant of liberal concessions to new in- 
dustries. 
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Late in 1950-1 a sharp increase in revenues resulted from boom 
conditions in the major export markets, caused by the Korean 
War and the short U.S. cotton crop. Export duties on cotton, 
jute, and wool were raised and revenues increased sharply. The 
improvement continued into 1951-2 despite substantial reductions 
in taxes and new tax incentives for investment in industries. The 
buoyant revenues were mainly attributable to steadily rising 
customs collections from imports, which touched peak levels in the 
last quarter of fiscal 1951-2. ‘Thereafter revenues declined, partly 
due to the implementation of the Raisman Award and partly due 
to the fall in customs revenues as deteriorating export conditions 
compelled reduction or removal of export duties and the curtail- 
ment of imports. Recessionist conditions in the export sector in 
fact imposed a reduction in budgetary earnings from almost all 
direct taxes. The budget for 1952-3 was probably spared the full 
rigours of the commodity recession by diversion of pressure to the 
foreign exchange reserves, i.e. by maintaining customs revenues 
from a level of imports which current export earnings alone could 
not have sustained. It was the 1953-4 budget which recorded the 
full impact of the contraction in foreign trade, with an overall 
decline in revenues of over Rs. 400 million, largely attributable to a 
heavy curtailment in customs revenues. The decline in revenues 
was partly offset by new taxation on a variety of articles and by 
an increase in railway fares and freight rates. 

Table XLVI indicates that customs revenues accounted for the 
bulk of central revenues in the past.1 Since these were directly 
affected by market conditions for the country’s major export 
products and by the level of imports, it follows that the budget was 
singularly sensitive to changes in the country’s foreign trade. 
However, due both to export declines and to restricted imports, 
the importance of revenues from customs has steadily declined. 
In 1956-7, collections are estimated at Rs. 427 million.? Import 
duty collections on U.S. aid-financed imports are partly reflected 


1 Figures of customs revenues exclude collections of export duty on raw 
jute assigned to East Bengal; similarly figures of collections from other taxes 
shared with the unit governments refer exclusively to the central share in 
revenues. 


2 A substantial increase under Customs occurred in 1955-6 to Rs. 509 million 
due to the devaluation of the Pakistan rupee in July 1955, which enabled (a) 
an increase in certain export duties (see App. I), and (5) an increase in the rupee 
values on which ad valorem export and import duties are based. The 1955-6 
level, however, has not been maintained in subsequent years. 


<_ TN me 
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under ‘customs’ and partly in the credits to the Foreign Aid 
Fund. Export markets are not expected to strengthen, barring 
unforeseen international developments, so there does not appear to 
be scope for raising collections from export duties, except perhaps 
through some increase in the quantity of cotton exports. Since 
foreign earnings are unlikely to improve substantially in the 
immediate future, import restrictions must be retained. Moreover, 
the structure of import trade has been changing radically under the 
stress of economic development; permissible imports are in- 
creasingly confined to industrial raw materials and machinery on 
which customs duties are low or absent, while consumer goods, 
particularly luxuries on which heavy rates of duty apply, have been 
largely eliminated or are being curtailed as internal production 
increases. The only important source of higher collections would 
thus appear to be aid-financed imports. 

The decline in the relative importance of customs revenues 
has been largely offset by increased revenues from other tax and 
non-tax heads, reflecting the expanding base of the economy. 
An increase under central excise duties (levied on cotton textiles, 
motor spirits and kerosene, tobacco, cigarettes, sugar, matches, 
tea, betel-nuts, &c.), is clearly the natural counterpart to relatively 
lower collections from customs as the growth of internal produc- 
tion reduces imports. From Rs. 53-4 million in 1948-9 the collec- 
tions rose to Rs. 138-3 million in 1956-7, excluding an average 
transfer of roughly Rs. 35-5 million since 1952-3 to the Provinces 
from the proceeds of the duties on tobacco, tea, and betel-nuts 
under the Raisman Award. The salt tax—also an excise tax— 
contributed Rs. 23-9 million, so that total excise collections in the 
latest year exceed Rs. 162 million, or roughly 12-3 per cent. of 
central revenues. 

Collections from the direct taxes on incomes of individuals 
and corporations have also risen, but more gradually than in the 
case of excise, as reduced incomes in the import trade sector 
resulting from the severe restrictions of imports have retarded the 
general rise elsewhere. Moreover, fiscal incentives for industrial 
and housing investment have specifically exempted income arising 
from them for a period of five years (and up to 5 per cent. of capital 
invested, details given in Appendix II), so that direct taxes have not 
responded in equal measure to the economic expansion now going 
on. Nevertheless, collections have risen uninterruptedly from 
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Rs. 65-9 million in 1948-9 to Rs. 206:5 million in 1956-7, again 
excluding over Rs. 45 million transferred to the Provinces. At 
the present time direct taxes contribute some 16 per cent. of 
central tax revenues. 

Next in importance is the sales tax which showed arapid increase 
from Rs. 41°7 million in 1948-9 to Rs. 145-1 million in 1951-2. 
Thereafter it declined to Rs. 86-4 million by 1953-4, partly due to 
the Raisman Award which transferred over Rs. 50 million to the 
provinces, and the sharp curtailment of imports (on which a single- 
point 10 per. cent. tax was levied on most categories of goods). 
The expansion of local production and larger aid-financed im- 
ports were responsible for increasing the central share of collec- 
tions to Rs. 124 million, after assigning Rs. 114 million to the 
Provinces. At this level the sales tax contributed approximately 
9:5 per cent. of total revenues. 

Other tax heads cover taxes and duties levied under the Sup- 
plementary Finance Act (1950) for refugee rehabilitation (approxi- 
mately Rs. 20 million) and collections from provincial heads of 
revenue in centrally-administered areas. The revenues from all 
tax heads taken together provided over 80 per cent. of total 
receipts in the past few years. 

Among the non-tax heads the most important item is the 
transfer of surplus in the railway budget to the general revenues. 
Net receipts fluctuated around an average of Rs. 15-20 million up 
to 1951-2 and then rose sharply to Rs. 61-9 million in 1953-4. 
After staying at that level for another year they showed another 
rise to Rs. 77 million in the estimates for 1956-7. The improve- 
ment was mostly derived from economy in working expenses and 
the steady improvement of revenues flowing from increased 
passenger and freight traffic with general economic development; 
the increase in railway surpluses would have been greater but 
for the formation of a Railway Improvement Fund in 1954-5 and 
the decision to raise the rate of contribution to the Depreciation 
Reserve Fund from 1/60 to 1/45 and later to 1/30 of the capital-at- 
charge. There was also a small annual surplus of approximately 
Rs. 20 million in the operations of the Posts and Telegraph 
Department, so that commercial departments (including railways) 
together provided on the average 7-5 to 10 per cent. of the (net) 
general revenues. 

Another major non-tax head was debt services, or the receipt 
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of interest on loans and advances made by the Central Govern- 
ment to the Provinces and States, specialized agencies, local 
bodies, &c. With the growth of central loans in each succeeding 
year this head showed a continued rise and in 1956-7 contributed 
almost g per cent. of total revenues. However, these receipts 
are offset by provision on the expenditure side of interest 
payments to holders of Central Government obligations and 
provision for reduction of debt. 

The remaining non-tax heads included profits of the State 
Bank transferred to general revenue, fees and fines, and dues col- 
lected by the civil and military services from the general public 
and miscellaneous receipts. 

To sum up, the tax structure has become more broad-based 
over the years, with taxes on domestic production and trade 
providing an increased share of revenues. In fact, if the excep- 
tional customs revenues in boom years are disregarded, a steadily 
rising trend in revenues clearly reflects the growth of the economy. 

As noted in the opening paragraph of this chapter, Central 
Government responsibilities relate almost entirely to defence, 
foreign affairs, and communications, various social services being 
the responsibility of the Provinces or local bodies. Hence any 
study of the division of expenditures on the part of the Central 
Government may lead to false conclusions unless this fact is borne 
in mind, especially in regard to defence expenditures and central 
outlay on social services, the latter normally covering only the 
centrally-administered areas. 

Defence expenditures increased from Rs. 461-5 million in 
1948-9 to a peak of Rs. 783-4 million in 1952-3. The decline of the 
next two years was more than balanced by increases in capital 
account expenditures on defence. Combining revenue and capital 
accounts for defence, the peak expenditure was Rs. 1050 million 
in 1952-3, after which the total defence budget declined to 
about Rs. 820 million, up to 1955-6. In 1956-7, Rs. 795-4 million 
was provided for in the revenue budget (about 65 per cent. of 
expenditures met from revenue) and Rs. 82:5 million under 
capital heads, reflecting a rise in the rupee cost of imported stores 
following devaluation.t The level of defence outlay has been 


1 An additional Rs. 125 million would be spent from Aid counterpart funds 
(not shown in the budget) as the rupee-expenditure resulting from the induction 
of equipment received under U.S. Military Aid. 
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recognized as ‘disproportionate’ but appears inevitable in the 
light of the existing international situation. Pakistan’s position 
in this respect resembles that of many other countries. However, 
it may be noted that while the total defence expenditure consti- 
tuted a substantial proportion of the central budget, it formed a 
much smaller part of total public expenditure in the country, in 
which provincial and state budgets are included and even less in 
terms of national income. 

After defence, civil administration is the second major head 
accounting for approximately one-fifth of total revenue ex- 
penditure. In absolute terms, its cost rose from Rs. 109 million 
in 1948-9 to Rs. 286-4 million in 1956-7. However, almost one- 
fourth of the expenditure under this head related to the ad- 
ministration of development and welfare services (e.g. education, 
medical and public health, and other beneficial and social service 
departments).1 Another quarter relates to subsidy payments and 
welfare expenditure in the tribal regions of the N.W.F.P., which 
were a direct responsibility of the Central Government. 

Debt service is the third major head, accounting for roughly 
7°5 per cent. to 10 per cent. of total expenditures on revenue 
account. This is followed by direct demands on revenue, namely 
expenditures incurred in the collection of taxes, and accounting 
for an average 2°5 to 3 per cent. of the total. “Currency and mint’ 
and ‘civil works’ including transfers to the Central Road Fund 
account for approximately 5 per cent. of total expenditures. 
Finally, there are the miscellaneous contributions in the form of 
grants-in-aid and other disbursements made in favour of the 
Provincial Governments, including the subvention to the N.W.F.P., 
flood-relief grants, payments to certain Provinces against claims 
raised by them for specific expenditures, and for social uplift 
and other schemes. 

Revenue expenditures must be expected to continue rising as 
it is difficult for a national government to disregard pressure for 
additional public services. An unwise stewardship of the country’s 
finances could easily have permitted an even greater increase in 


1 Education outlay includes substantial grants-in-aid to universities through- 
out the country and to other institutions in the centrally-administered areas 
including Karachi. Similarly, public health expenditure also includes large 
grants to hospitals, while other beneficient and social service departments 
include the scientific departments, agriculture, veterinary, co-operation, in- 
dustries, aviation and broadcasting. 
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recognized as ‘disproportionate’ but appears inevitable in the 
light of the existing international situation. Pakistan’s position 
in this respect resembles that of many other countries. However, 
it may be noted that while the total defence expenditure consti- 
tuted a substantial proportion of the central budget, it formed a 
much smaller part of total public expenditure in the country, in 
which provincial and state budgets are included and even less in 
terms of national income. : 

After defence, civil administration is the second major head 
accounting for approximately one-fifth of total revenue ex- 
penditure. In absolute terms, its cost rose from Rs. 109 million 
in 1948-9 to Rs. 286-4 million in 1956-7. However, almost one- 
fourth of the expenditure under this head related to the ad- 
ministration of development and welfare services (e.g. education, 
medical and public health, and other beneficial and social service 
departments).1 Another quarter relates to subsidy payments and 
welfare expenditure in the tribal regions of the N.W.F.P., which 
were a direct responsibility of the Central Government. 

Debt service is the third major head, accounting for roughly 
7°5 per cent. to 10 per cent. of total expenditures on revenue 
account. ‘This is followed by direct demands on revenue, namely 
expenditures incurred in the collection of taxes, and accounting 
for an average 2°5 to 3 per cent. of the total. “Currency and mint’ 
and ‘civil works’ including transfers to the Central Road Fund 
account for approximately 5 per cent. of total expenditures. 
Finally, there are the miscellaneous contributions in the form of 
grants-in-aid and other disbursements made in favour of the 
Provincial Governments, including the subvention to the N.W.F.P., 
flood-relief grants, payments to certain Provinces against claims 
raised by them for specific expenditures, and for social uplift 
and other schemes. 

Revenue expenditures must be expected to continue rising as 
it is difficult for a national government to disregard pressure for 
additional public services. An unwise stewardship of the country’s 
finances could easily have permitted an even greater increase in 


1 Education outlay includes substantial grants-in-aid to universities through- 
out the country and to other institutions in the centrally-administered areas 
including Karachi. Similarly, public health expenditure also includes large 
grants to hospitals, while other beneficient and social service departments 
include the scientific departments, agriculture, veterinary, co-operation, in- 
dustries, aviation and broadcasting. 


t 
. 
’ 


Table XLVI 


CONSOLIDATED CENTRAL BuDGETS (REVENUE AND CAPITAL) 
(1947-8 to 1956-7) 
(In millions of Rs.) 


Difference 
1956-7 between 


Heads of Accounts 1947-8 1948-9 1949-50 1950-1 1951-2 1952-3 1953-4 1954-5 1955-6 (Revised 1948-9 
estimates) and 
1956-7 
REVENUE ACCOUNTS 
I, Receipts 198°9 667°6 885+4 1273°2 1448°4 1334°3 1125°0 1157'0 1299°2 1302°8 +635°2 
1. Customs 113°7 329°2 422°5 776-2 821°5 658-9 400°8 416-0 509°0 426°5 +97°3 
2. Central Excise Duties 13°8 53'4 51°5 67-2 70°9 69°9 130°8 115‘4 125°8 138°3 +84:9 
3. Income Tax and Corporation Tax 27°0 65°9 rrg*s 132°4 172°3 175°9 175°9 193'5 197'7 206°5 +140°6 
4. Sales Tax — 4°7 89°4 SB 145‘I 130°! 86-4 105°9 96°3 123°7 + 82-0 
5. Other Tax Heads 6°7 48°7 39°5 45°9 59'0 63°1 62°7 66°% 68°6 65'2 | +16'5 
6. Non-Tax Heads a4 128°7 167°'0 180-4 179°6 2364 268-4 260°1 301°8 342°6 --213°9 
II, Expenditure 236-0 647°0 856-0 1266°2 1442°3 1320°1 1114°9 IE50°1 1297°I 1327°7 +680°7 
1. Direct Demands on Revenue 69 15°5 198 22°1 25°0 27°4 25°2 27°0 29°0 29°'6 +14'1 
2. Defence Services 15370 4615 625°4 649°9 779'1 783°4 646-9 639°3 769°4 795°4 | +333°9 
3. Beneficent Departments — 19'2 26°7 42°% 34°7 54°8 51°6 55°8 76'8 83°4 +64°2 
4. Civil Administration 49°0 89°8 112'0 137° 175°5 181-7 162°3 173°6 200'4 2030 +113'2 
5. Debt Services 9°0 21'0 30°7 69°4 66°3 81-1 795 89°1 90°7 III +90°9 
6. Miscellaneous ay eee 40°0 4i°4 355°4 360°7 1QI*7 149'4 165°3 130°8 104°4 +64"4 
III, Revenue Account Surplus (+), Deficit (—)| —37°1 + 20'6 +29°4 | +7°'0 +6'% +14'2 +10°1 +6°9 +arr —24'9 Total 
| 7 (1947-8- 
| | 1956-7) 
CaPITAL ACCOUNTS 
IV. Disbursements 
1. Direct Capital Outlay by Centre (exclud- 
ing extra-budgetary expenditures) 8-9 180°8 238°5 I24°2 260°6 537°0 370°8 319°7 401°6 582-0 3024°0 
2. Loans and Advances to Provinces, 
States and Local Bodies 63°4 135'°7 214°5 147°3 133°6 124°3 384°4 262-1 378-0 487°7 2331°0 
3. Expenditures from Special Reserve 
Funds _ ~— = = 3°9 20°0 55°4 34°8 67°4 42°0 93°3 316°8 
4. State Trading Schemes (net) 22° 30°! 68-1 — 67:1 238°3 — os — 211°7 637°4 
5. Other Deposits and Advances (net) 266°7 22°2 —_ 75°2 105°9 — — —- — 40°0 51070 
6. Sub-total: Budgetary Disbursements 361°6 368°8 5211 350°6 587°2 955°0 790°0 649°2 821°6 1414°7 6819-2 
7. Extra-budgetary (Nominal) Expendi- | 
tures! — 151°8 542°9 | 226°3 3198 16° — — 164°6 — I421°5 
8. Total Disbursements on Capital Account 361°0 520'6 1064°0 576°9 go07'0 Q7I't 790°O 649°2 86:2 1414°7 8240°7 
V. Receipts (other than Public Debt) 
1. Current Transfers to Reserve Funds 
from Revenue 20°0 #074 rt 382-9 347°8 147°8 80'8 127°8 132°2 96°7 1377'4 
2. Recoveries of Loans and Advances = 26°5 76°9 38°6 31°6 27°8 35°4 99°4 ee 83°1 476°5 
3. Withdrawals from Outstanding Funds — — —- — 23°! a4 12°! — — —_ 107°6 
4. State Trading Schemes — — — O74 — — 310°4 32°3 102°8 — 512'8 
5. Foreign Aid Fund (net) — — — — a3 23 2°3 S574 —3'7 426°7 485°6 
6. Other Deposits and Advances (net) — — F135 — — Tra'6 4°9 23°2 107°8 _ 362°0 
47. Miscellaneous Capital Receipts 174°1 — — — — — 30°4 15°3 II's 32°0 263°3 
8. Sub-total 194°1 46°8 At ta 488°8 404'8 362°9 476°3 353°7 407°8 638°5 3585°2 
9. Extra-budgetary (Nominal) Receipts? — — i 2‘6 2°6 2°6 2°5 2°5 34.7°2 3°4 366°7 
10. Total Receipts on Capital Account 194'1 46°8 214'8 491°4 407°4 365°5 478°8 356°2 755°0 641°9 3951°9 
VI. Capital Account Surplus (+-), Deficit (—) | —166-9 —473°8 —849°2 —85'5 —499°6 —605°6 —311°2 —293'0 —231°2 —772'8 |—4288°8 
VII. Over-all Surplus (+), Deficit (—)* 
Ui + VI) —204°0 —453°2 —819°8 —78°5 —493°5 —591'°4 — 301°! —286'1 —229'1 —797°7) |—4254°4 
FINANCING OF VII 
VII. Public Debt 268°4 584°1 659°6 309°5 404'0 4ri‘7 189°4 aqask 79'7 774°5 40164 
1. Permanent Debt—Internal (net) 318°3 4181 122°y 93'0 = 150°4 2482 158°1 155°3 168°7 1832°2 
2. Permanent Debt—External (net) — — — — — 68°6 174 35°3 17°6 102"4 241°3 
3. Unfunded Debt (net) —49°9 17°4 28-2 22°3 30°8 36°3 | 47°2 63:2 82:2 7O2°5 380-2 
4. Floating Debt (net) _— 148'6 509°3 1g4°2 373°2 15674 —123'4 78°9 —175'4 | 400°9 1562°7 
IX. Use of Cash Balances (— indicates 
increase) —49°8 —226°7 335°! —201'6 221°6 299°7 129°'9 —31'0 Lenny 24°2 654°1 
X. Total Financing 218-6 357°4 994'7 107'9 625°6 OTT"4 319°3 304°5 232°4 798°7 4670°5 
XI. Difference between VII and X =Transfer 
and Remittance Account Adjustments —TA4"6 +95'8 —174°9 —29°4 —132°1 —120°0 —18°2 —18+4 ==4°3 =e O —416°1 
AIL, *Excluding Nominal Expenditures and 
Receipts—Revised Over-all Surplus (+-), 
—30I'4 —280°2 —145°2 —176'3 —577'9 —303'6 —288:6 —411°7 —B8o01'! —3199°6 


Deficit (—) —204'0 


1 Nominal or extra-budgetary expenditures do not involve actual disbursements. In 1948-9, Rs. 104°1 million represented purchase of annuity for meeting the liability on sterling 
pensions and Rs. 47'7 million covered government subscription in the capital and reserve fund of the State Bank. In 1949-50 and 1950-1 ad hoes of the value of Rs. 542-9 million 
and Rs. 148-5 million were created and transferred to the State Bank to enable it to cover the rupee losses in the book-values of Indian and sterling assets held by the Bank con- 
sequent upon the devaluation of the Indian Rupee and pound sterling in September 1949. Another Rs. 59 million were provided in 1950-1 as purchase of shares in the Capital-stock 
of the International Bank for Reconstruction and Development. In 1951-2, Rs. 310 million represented subscription to the International Monetary Fund. In 1955-6 Rs. 164°6 million 
were provided to the same international institutions to cover the short-fall in the dollar-value of Pakistan’s subscription following devaluation of the Pakistan Rupee in July 1955. 

2 Nominal receipts only relate to annuity received from U.K. Government, except in 1955-6, when Rs. 354 million were ‘returned’ by State Bank following the rise in Pak-rupee 
value of its sterling and Indian Rupee assets after the devaluation. (For data on nominal expenditures, refer Statistical Bulletin, Central Statistical Office, March 1956.) 
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current expenditures following the rise inrevenues during the boom 
years. Instead, the exceptional revenue surpluses of the years 
I950-I, 1951-2 and 1952-3 were largely funded. The total 
amounts funded for social uplift and economic development 
schemes amounted to Rs. 513 million, while Rs. go million 
were funded for other purposes. As a result, the curtailment of 
expenditures proved much less than the fall in revenues after 
1952-3. 

At present, almost the entire outlay on economic development is 
being charged tothe capital budget and financed from non-revenue 
sources. ‘The direct capital outlay of the Centre (excluding ‘nomi- 
nal’ outlay not affecting government cash balances, referred to in 
Table XLVI) has risen steadily. Excluding defence and other non- 
productive outlay, direct productive capital outlay of the Central 
Government rose even faster, as shown by Table XLVII. In the 
ten-year period since 1947-8, the aggregate direct development 
outlay of the Central Government (including renewals and replace- 
ments) has been Rs. 2007-1 million, of which the largest share was 
allotted to the railways (Rs. 746-9 million), followed by Industrial 
Development, Fuel and Power projects (Rs. 694-4 million), Posts 
and Telegraphs (Rs. 149-5 million), Civil Works and outlay on the 
Federal Capital (Rs. 212-8 million), and other smaller heads. 

In addition to its own expenditure on development, the Centre 
provided loans for the same purpose to provincial governments 
and other bodies.2 These loans rose from Rs. 55:2 million in 
1948-9 to Rs. 379°8 million in 1956-7, the aggregate from Partition 
to 1956-7 being Rs. 1540-9 million. Finally, there were disburse- 
ments from special funds for refugee rehabilitation, roads, agri- 
cultural development, social uplift, &c., not covered by the above, 
and there was a marked rise under these combined headings from 
Rs. 3-9 million in 1950-1 to Rs. 93:3 million in 1956-7. ‘Taking all 

1 Non-productive in the sense of not contributing directly to an increase 
in capital growth or in capacity to produce, or technical skills, &c. Some defence 
expenditures, such as those for military roads and airports, have a secondary 


effect of improving transportation facilities for goods and services in general, 
so this distinction between productive and non-productive is only approximate. 


2 In most years, loans were provided for other purposes, notably in 1953-4 
when Rs. 153-2 million were advanced to the Governments of East Pakistan 
and the Punjab to enable them to repay their immediate outstanding liabilities 
to the State Bank, commercial banks and to the Central Government. In 1956-7, 
Rs. 130 million were sanctioned to the Unit Governments for relief and re- 
construction after floods. 
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three categories together, aggregate development expenditure 
financed through the central budget rose more than eight times, 
from Rs. 119-7 million in 1948-9 to Rs. 968-2 million in 1956-7. 

The capital budget also records transactions on State Trading 
schemes. There were net disbursements in certain years and net 
accruals in others. An expenditure of Rs. 68-1 million in 1949-50 
reflected large purchases of raw jute in that year under a price- 
support programme. In 1952-3 heavy expenditures were incurred 
on purchases of raw jute and raw cotton in order to support prices 
and stabilize internal markets in the face of a severe recession of 
export demand. Large purchases of food-grains had to be made 
in the same year, as this was the first year of drought in West 
Pakistan, when little wheat was received. Heavy (net) disburse- 
ments of Rs. 211-7 million were again incurred in 1956-7 to 
import food-grains, which had to be sold at subsidized prices, so 
that recoveries from sales proceeds were much lower than the 
outlay. Normally, disbursements on State Trading account in 
some years are offset by recoveries in other years. In 1950-1, 
accumulated stocks of jute acquired in the price-support pro- 
gramme of the previous year were liquidated. In 1953-4 there 
were substantial receipts of Rs. 310-4 million as imported wheat 
was sold and cotton and jute stocks acquired in 1952-3 were 
partially liquidated. In 1954-5 there were again receipts of 
Rs. 32:3 million, as the liquidation of stocks continued. In 
1955-6 there were (net) receipts of Rs. 102-8 million. 

The capital expenditures were financed in several ways. One 
source was transfers made from the general revenues to various 
funds created for specific purposes such as for reduction and 
avoidance of debt, refugee rehabilitation, road funds, railway 
depreciation funds, &c. These transfers meant that the actual 
surplus in the revenue budget was larger than the accounting 
surplus, and was applied to the financing of a part of the capital 
budget. Such transfers have grown steadily with the years, and 
rose sharply in 1950-1 and in 1951-2 when, in addition to the 
usual transfers, several new funds were created for specific purposes. 
Of growing importance were ‘receipts and recoveries on capital 
account’, covering sales of government investments in projects 
of the P.I.D.C. and ‘recoveries of loans and advances’ from 
provincial governments and local bodies. With the passage of 
time, the latter will tend to rise as repayments of loans granted 


326 THE ECONOMY OF PAKISTAN 


in earlier years reach sizeable proportions. Finally, there are 
the compendious heads shown under ‘Deposits and Advances’ 
which cover changes in deposits of certain funds, local bodies, 
courts, and other public authorities. Since 1954-5, accruals into 
the Foreign Aid Fund have acquired significance, being as much 
as Rs. 427 million in 1956-7. 

After these capital receipts are taken into account, there still 
remained deficits on capital accounts in all years, if nominal 
expenditures and receipts are included (Row VI of 'Table XLVI) 
and in most years, if these transactions are excluded (Row XII 
of ‘Table XLVI). These deficits were financed through a rise in 
the public debt and the use of government balances. The internal 
permanent public debt has risen to Rs. 1,832-1 million, receipts 
from small savings schemes and sales of savings certificates (un- 
funded debt) aggregate Rs. 380-2 million, and external borrowing 
has provided Rs. 241-3 million. In years of large disbursements 
for state trading or for nominal purposes (as explained in the 
notes to Table XLVI) there was an increase in floating debt, 
representing treasury bills largely absorbed by the banking system. 
From 1954-5 onwards, regular borrowings from the State Bank 
against ad hoc bills have been employed as a method of financing 
capital expenditures. The total increase in floating debt up to 
1956-7 was Rs. 1,562-7 million, but adjusting for the financing of 
nominal expenditures and cancellation against nominal receipts, 
the actual increase was nearer Rs. 485 million. 

Finally, cash balances declined by Rs. 654 million from Rs. 
700°4 million at Partition, to Rs. 46-4 million at the end of fiscal 
1956-7. ‘This decline was not continuous, partly due to the Korean 
boom, and partly because accruals from State Trading schemes 
strengthened the cash balances and thus indirectly contributed to 
financing a part of the capital expenditures in certain years. The 
implications of the methods used for financing the overall deficit 
are discussed later. 

Budgetary policies in Pakistan may be assessed in terms of 
the contribution made to facilitating the objectives of “economic 
development with stability’. 'The large outlay for development in 
the public sector has been noted. In the private sector, fiscal 
incentives have been employed to encourage private saving and 
investment in industry and other desirable channels. It was early 
recognized that rates of direct taxation inherited from undivided 
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India were among the highest in the world (having been based on 
the pattern prevailing in the United Kingdom), and were not quite 
appropriate to Pakistan, where every possible encouragement must 
be given to private accumulation and investment. But ideals of 
social justice would not permit any large-scale lowering of direct 
taxes lest such action aggravate the taxation dependence on indirect 
taxes like customs, excises, and sales taxes and intensify the 
regressive character of the taxation structure. However selective 
incentives for investment in productive activity could be justified, 
particularly as the effects of high taxes on risk-taking and capital- 
formation were, in any case, slightly accentuated in the conditions 
of a new-born state. 

To ‘mitigate the hazards to which new industrial projects are 
likely to be subject for some time to come and that a reasonable 
opportunity and level of profit should be allowed to those who take 
part in industrial development’, the Budget of 1948-9 announced 
the following basic concessions: 


(a) Exemption from income tax for the first five years as well as 
from super tax and business profits tax for new industrial 
enterprises using power-driven machines and employing 
more than 50 persons on such part of their profits as did not 
exceed 5 per cent. of capital. 

(5) Initial special depreciation allowance of 20 per cent. on 
machinery and plant brought into use for the first time in the 
country. 

(c) Initial special depreciation of 15 per cent. on new buildings 
for industrial purposes. 


These basic concessions have been modified or extended in 
later years on the recommendation of the Investment Inquiry 
Committee (1950) and in the light of experience gained, and their 
present status is shown in Appendix II. Specific concessions 
were provided in different years to the power-loom industry, 
textile-finishing establishments, radio-assembling units, and film 
producers. Further, to stimulate savings among the middle 
classes, the tax-exempt limit for purposes of income-tax was 


1A higher allowance for depreciation is in the nature of an interest-free 
loan to the industrial enterprise. A high permissible rate of such allowance 
also allows the risk of investment to be covered over a shorter period. 
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raised from Rs. 3,000 to Rs. 3,600 in 1952-3, to Rs. 4,200 in 
1954-5 and to Rs. 5,000 in 1957-8. Rates of tax on intermediate 
slabs of income were also revised in 1952-3. 

As for the maintenance of conditions of economic stability, 
perhaps of crucial significance was the policy of balancing the 
budget on revenue account so that the day to day expenditure of 
Government on administrative services was maintained within the 
limits of current taxation and other revenues. As noted earlier, 
quick adjustments were made in export duties after the commence- 
ment of the Korean War and the resulting revenues were ‘funded’, 
thereby withdrawing excess purchasing power from the private 
sector into Government cash balances. Budgetary funds were 
employed for selective state trading schemes to ensure uninter- 
rupted provision of grains and other essential articles of con- 
sumption in short supply. In 1950-1 for example, large stocks of 
cotton yarn, iron and steel, drugs and medicines, &c., were stock- 
piled for emergency use in the event of any interruption of supplies. 
In 1952-3 and again in 1953-4, large quantities of cereals were 
obtained from abroad and supplied to provincial governments for 
resale to the public. In the latter year, the Central Government 
also imported cotton textiles worth Rs. 40 million for stabilizing 
textile prices in the country. The decision to provide central 
funds through the P.I.D.C. and otherwise in the promotion of a 
number of industrial undertakings designed to increase domestic- 
ally produced supplies of goods was another device for achieving 
relative stability. 

However, the financing of capital outlay through means other 
than current revenues may have certain inflationary consequences 
which require examination. At the outset, it may be noted that in 
considering the inflationary potential of the budget, the point of 
interest is the net addition to new spending-power in the com- 
munity which can be determined only in relation to the deficit in 
domestic transactions, i.e. the excess of disbursement in Pakistan 
as compared with receipts in Pakistan. Government overseas dis- 
bursements cannot be considered inflationary even indirectly unless 
these serve to pre-empt foreign exchange which would otherwise 
have been available to import goods in the private sector. This 
was certainly not the position until the beginning of the fiscal 
year 1953-4 as previously other imports were freely licensed. 

Given this qualification, to what extent was the financing of 
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development through increasing the public debt and withdrawals 
from cash balances inflationary? Firstly, external borrowings! 
represented the rupee value of equipment received under loans 
from the International Bank for Reconstruction and Develop- 
ment (World Bank) and friendly governments. The unfunded 
debt covers sales of savings certificates, net receipts in the post 
office savings bank and accruals in the provident funds of govern- 
ment servants. These funds were therefore drawn from genuine 
savings. Again, not all the floating debt (net for nominal 
transactions) was taken up by the banking system, a part being 
owed to industrialists under the deferred payments arrange- 
ments. 

Next, a part of the domestic public debt is held by insurance 
companies, individuals, and other non-banking investors and is 
not likely to be directly expansionary. However, most of the debt 
is known to be held by the banking system. Under certain con- 
ditions the entire amount so subscribed could be included in 
deficit finance (in the sense of net creation of new spending power). 
This would happen, for example, on the assumption of a perfectly 
elastic supply, i.e. that subscription to government loans did not 
reduce the ability of the banking system to provide funds to the 
private sector. This again would be based on two possibilities: 
(a) that a corresponding increase in banking deposits occurred 
when Government spent the amount borrowed and the recipients 
‘banked’ it, (b) that the banking system was highly liquid so that in 
the absence of government loans it would have preferred to hold 
cash rather than lend elsewhere. While the latter assumption was 
true to some extent, it is difficult to assume the former in the 
underdeveloped monetary conditions existing in the country. 
Rather, it seems safe to presume that only a part of the total 


1 This does not include external debts owed to India. Under the settlement at 
Partition, the Indian Union assumed, in the first instance, the entire liability in 
respect of the public debt, guarantees, and other financial obligations of undivided 
India. Pakistan’s share in the liability was to be equal to (a) value of assets taken 
over or assigned to it at Partition, (b) the value of liabilities directly attributable 
to its territories, (c) 17°5 per cent. of the remaining ‘uncovered’ debt (repre- 
senting excess of India’s liabilities over its assets to be allocated to Pakistan). 
The share so determined was to be paid to India in fifty equal instalments 
for principal and interest combined, commencing in 1952. No payments have 
been made, due to the failure to arrive at a division of liabilities. The 
liability was roughly estimated at Rs. 250 to 300 crores (Rs. 2,500 to Rs. 3,000 
million). 
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disbursements of Government out of borrowed funds would be 
‘banked’, the rest leaking away in the form of currency, some of 
which would be spent and some hoarded. It would be fair, in 
other words, to assume that the expansionary impact of bank 


investment in government bonds is not equivalent to the total: 


amount so involved. Finally, a decline in cash balances due to 
debits under “Transfer’ heads of accounts (shown in Row XI 
of Table XLVI) would reflect accounting adjustments only, 
rather than movements of a monetary character. 

While these qualifications are significant, they do not help in 
arriving at the quantum of deficit-finance. It is not possible to 
determine what proportion of bank investments in government 
debt would directly contribute to money-supply or to distinguish 
floating debt (net of nominal transactions) between that held by 
the banks and that held by the industrialists. Even if these 
difficulties could be overcome, there remains a lack of any data 
on the purely domestic receipts and disbursements of the govern- 
ment. It would not be possible to say, for example, whether the 
money created by deficit-finance was used to purchase foreign 
exchange from the State Bank instead of being paid out within the 
country. 

Nor can the effects of deficit-finance on the monetary situation 
be isolated from the complex of other factors which simul- 
taneously operate upon it, such as changes in the level of produc- 
tion, the trend in the balance of payments, changes in the 
distribution of income, changes in the level of bank credit ex- 
tended to the private sector, &c. In a more fundamental sense, 
government deficits must be seen as part of the entire saving/ 
investment situation in the country. Other things being equal, 
if there is an excess of private savings over internally-financed 
private investment, money-creation through deficit-financing may 
not lead to inflationary pressures if its quantum is less than the 
amount of savings which the private sector wishes to hold in the 
form of money. According to the Planning Board, a surplus of 
private savings has in fact existed and ‘this has been clearly 
demonstrated by the experience of the past few years when growth 
in central and provincial budgets has gone hand in hand with 
stable or declining prices of essential consumer goods’.+ 

However, it would be hard to explain the presumed relative 


1 FYPD, Ch. 8, para. 53. 
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stability in monetary conditions exclusively on the assumption of a 
surplus of private savings over private investment. Apart from 
the question of how private savings are defined (see Ch. XXVIJ), it 
has to be noted that there were deficits in the balance of payments 
in earlier years (excepting only 1950-1) which would have 
tended to offset any inflationary effects of budget deficits. Since 
1953-4, the deficits in the external accounts have been drastically 
curtailed while budget deficits have grown steadily, reaching a 
peak of Rs. 801-1 million in 1956-7 (Row XII of Table XLVI). 
Foreign aid utilization has been growing recently, but the anti- 
inflationary effect of an aid-financed payments deficit has not been 
substantial, partly because it was offset by the growth of foreign 
exchange reserves in 1955-6 and partly because the aid was in 
response to a decline in the country’s agricultural production and 
hence did not make a large net addition to normal domestic 
supplies. The rapid growth in money-supply since the middle of 
1955 (see Ch. XXIII), may therefore be partly attributed to the 
net injection of purchasing-power through deficit-financing. 
Moreover, the absolute level of the budget deficit may become as 
significant beyond a point as the means through which it is 
financed. It is clear that budget policies must be closely integrated 
with balance of payments, with domestic production, and with the 
availability of foreign aid, &c., if inflationary consequences of 
budget deficits are to be avoided. 


APPENDIX I 
CHANGES IN ExporT DUTIES (UP TO 30TH JUNE 1957) 
(Amounts in Rs.) 
RAW JUTE 
Period Cuttings Long jute Kutcha bales 
(per bale) (per bale) (per maund) 
Before 14-11-47 4°8 15 3 
From 14-11-47 to 31-3-48 4°8 15 2 
1-4-48 to 30-10-51 6 20 4 
II-I-51 to 30-6-52 10 35 Z 
1-7-52 tO 24-3-53 5 15 gana" 
25-3-53 to 22-8-55 5 15 3 
23-8-55 to 22-8-56 5 20 3 
23-8-56 to date 10 


1 Additional Rs. 2:8 was imposed as licensing fee to India. 
2 Licensing fee abolished. 
3 Export of kutcha bales prohibited. 
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RAW COTTON 


Desi (Rs. per bale) 

(short-staple) Other Staple 
Before 23-1-48 20 20 
From 23-1-48 to 22-2-48 40 40 
23-2-48 to 5-10-49 60 60 
6-10-49 to 22-10-50 40 60 
23-10-50 to 23-11-50 180 180 
24-11-50 to 9-9-5I 300 300 
10-9-51 to 10-9-52 100 180 
I1-9-52 to 9-9-53 Nil 90 
10-9-53 to 22-8-55 60 fete) 
23-8-55 to 21-8-56 60 135 
22-8-56 to date 80 II5 

RAW WOOL 


From 6-12-50 to 28-4-52 25% Ad valorem 


Before 6-12-50 Nil 
29-4-52 to date Suspended 


RAW HIDES 


From 14-8-47 to 15-4-51 10% Ad valorem on Tariff Value 
16-4-51 to 31-3-55 10% Ad valorem on Real Value 


1-4-55 to date Exempted 
RAW SKINS 
From 14-8-47 to 15-4-51 5% Ad valorem on Tariff Value 
16-4-51 to 29-9-53 5% Ad valorem on Real Value 
30-9-53 to 31-3-55 5% Ad valorem on Tariff Value 
1-4-55 to date Exempted 
TEA 
Before 5-3-52 0-4-0 per Ib. 
16-3-52 to II-9-52 0-3-0 per Ib. 
12-9-52 to 31-3-55 Suspended 
I-4-55 to 20-10-55 0-3-0 per lb. 
21-10-55 to date 0-6-0 per lb. 


APPENDIX II 


Tax PRIVILEGES FOR INDUSTRIES IN PAKISTAN} 


A. Depreciation Privileges 


(1) Normal average annual rate of depre- 
ciation on buildings and machinery IO per cent. per annum 


1 Source: Central Board of Revenue, Government of Pakistan. 
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(2) Additional rate during first year after 


investment . 
Buildings: I5 per cent. per annum 
Machinery: 25 per cent. per annum 


(3) Additional rate during the first five 

years, all plant (100 per cent. of normal 

rate) IO per cent. per annum 
(4) Additional rate on all plant for an un- 

limited number of years for working: 

(a) Double shift: (50 per cent. of normal 


depreciation rate) 5 per cent. per annum 
(6) ‘Triple shift: (100 per cent. of normal 
depreciation rate) IO per cent. per annum 


B. Tax Exemptions 


(1) No tax for the first five years on profit up to 5 per cent. of capital 
invested. 


(2) The holder of share capital of a public company is tax exempt on: 
20 per cent. of the first Rs. 100,000 of his income therefrom; 

10 per cent. of the balance of his income therefrom. 

(3) The holder of share capital of any company gets credit in his 
personal assessment for the income tax (not super tax) paid by 
the company on that portion of the company’s profits that has 
accrued on the shares held by the holder in question. 


C. Taxation Rates for Companies 


(1) Income tax, all companies 5 annas per 16 annas profit 
(2) Super tax, local companies 2 annas per 16 annas profit 
foreign: public 3 annas per 16 annas profit 
private 4 annas per 16 annas profit 

(3) Business profits tax: 16-66 per cent. of profits, de- 


ductible from total income 
subject to Income Tax and 
Super Tax. 
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XIX 


PROVINCIAL FINANCE 


constitutional responsibilities governing their pattern of 

expenditure (under the Government of India Act, 1935, as 
amended in Pakistan) have been described in the previous chapter. 
Notes appended to this chapter outline the changes arising from 
the integration of the seven major administrative units in West 
Pakistan in October 1955 and the provisions of the constitution 
adopted in March 1956. However, since this chapter is concerned 
with the evolution of provincial finance after Partition, and with 
budgetary trends in the four provinces existing up to the time of the 
presentation of the respective budgets for 1955-6, the basic 
framework to be kept in view is the Government of India Act. 
If for no other reason, this survey helps to provide the background 
for the massive changes under way at the present time. To 
recapitulate, the position at Partition was that the main provincial 
revenue heads were land revenue and irrigation receipts, forestry, 
some items of excise, and taxes on agricultural incomes. In addi- 
tion the provinces received a share in certain central taxes. They 
held primary responsibility for administering law and order and 
providing social services in agriculture, education and health, 
and a substantial part of ‘nation-building’ outlay on power and 
irrigation was either directly incurred or channellized through 
them. 

The structure of the provincial budgets is similar to the Central, 
i.e. there are revenue and capital accounts; the former cover 
current administrative services and are financed from taxation or 
grants from the Centre; the latter cover expenditures leading to the 
creation or purchase of capital assets and are mainly financed 
through loans raised in the capital market or obtained from the 
Central Government. In recent years (since 1954-5) state trading 
accounts have been placed in a separate category—these are 
normally self-liquidating—but any excess of disbursements over 
receipts is reflected normally in a rise in the debt to the banking 
system (including the State Bank). Finally, there are numerous 


[= revenue resources available to the Provinces and the 
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‘deposit’ and ‘remittance’ heads which represent mostly ‘transfer’ 
or accounting adjustments in the main categories of accounts. 

A brief analysis of the finances of the four provinces as they 
existed prior to the ‘Unification of West Pakistan Order’ (October 
1955) is made in this chapter. 


I. EAST PAKISTAN 

On Partition, the province of East Bengal (including the Sylhet 
district in Assam which was ceded to Pakistan) was found to have 
obtained more than two-thirds of the population of undivided 
Bengal but to enjoy less than a third of its revenues. The Perma- 
nent Settlement (see Chapter VI) was a major factor in keeping the 
revenues at a low level, as it froze the Government’s share in the 
produce of the land. To offset this handicap, the province had 
been given a share in the central export duty on jute. East Bengal’s 
difficulties were aggravated by the award of the Arbitral ‘Tribunal? 
which transferred to it the greater part, or 64°8 per cent. of the 
liabilities of the undivided province. Its share in the assets of the 
latter (amounting to Rs. 127-2 million) was not, however, received 
from West Bengal. Large sums (roughly Rs. 120 million) were also 
due from the Government of India on account of lands and 
buildings requisitioned during the War. No settlement has been 
made to date. 

Revenue receipts for the first complete fiscal year were placed 
at Rs. 168-6 million and by 1954-5 had risen to Rs. 246-4 million 
(R.E.). The major changes over the nine-year period are found 
in Table XLVIII. There is not a continuous trend. The com- 
modity boom contributed to an increase in revenue in 1950-1 and 
1951-2 but there occurred a decline in 1952-3 when the post- 
Korean recessionist influences were most keenly felt by the jute 
trade. The increase in later years reflects the larger share from 
central revenues under the Raisman Award (Chapter XVIII) and 
also a gradual rise in land-revenue receipts, from Rs. 20-7 million in 
1948-9 to Rs. 53:8 million (B.E.) in 1955-6, following the revision 
of the Permanent Settlement (under the East Bengal State Ac- 
quisition and Tenancy Act XXVIII of 1951). However, over 
one-third of the provincial receipts were derived from the share in 


1 Appointed at the time of Partition to arbitrate on the distribution of assets 
and liabilities between the provinces’ succeeding to the undivided Bengal and 
Assam. 
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central taxes, viz. the jute export duty, income taxes, central 
excise duties and sales taxes. Roughly another third were derived 
from the two major provincial heads of land revenue and provincial 
excise, and the rest from public utilities and state undertakings, 1 
‘other taxes and duties’,2 administrative services and ‘other 
receipts’; the last mentioned mainly accommodated central 
grants for specific purposes. The share in the central jute export 
duty rendered the provincial revenues vulnerable to changes 
in the export market for the staple cash crop of the province. 

On the other hand, expenditures to be met from revenue were 
far more rigid and have shown a continuous rise from Rs. 160 
million to Rs. 284-5 million over the seven-year period ending 
1954-5. In the earlier years increasing expenditures were entailed 
by the need to organize a new government and to extend its 
functions in the face of exceptional problems relating to border- 
control, civil defence, anti-smuggling operations, &c. After 1950, 
large sums were spent on the refugees who came from West 
Bengal, and a little later other large sums were spent on resettling 
returning Hindu emigrants. In recent years, appropriations from 
revenue for servicing the rising debt incurred for development, 
refugee rehabilitation, flood-relief, and state trading operations 
have become substantial. Since 1951-2 there has been a marked 
rise in the expenditure on social and developmental services as 
shown in Table XLVIII. The expenditures on civil administration 
have also reflected in recent years the cost of reorganizing estates 
acquired under the tenancy reform legislation and the survey and 
settlement work connected with assessment of compensation and 
fixation of rents. (Actual payments for compensation were minor up 
to 1955-6.) Asa result, the expenditure on the general administra- 
tion (including the expenses of revenue-collection shown as “direct 
demands on revenue’) accounted for roughly 45 per cent. of total 
expenditures, and was tending to stabilize at a level of Rs. 120 
million. Another 25 per cent. of the total was allocated for 
social and developmental services and another 8 per cent. for civil 
works. Debt services accounted for almost 15 per cent. and 
the rest consisted of ‘miscellaneous expenditures’. ‘This last- 


1 Irrigation, power, public transport, &c. These are of far greater importance 
in West Pakistan. 


2 These included the provincial agricultural income tax, forests, and stamps 
(i.e. tax on transfer of property), &c. 
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mentioned head tended to fluctuate with periodical emergencies in 
the provinces, such as flood-relief operations. 

With the expenditures on a continuously upward trend and 
revenues less elastic, substantial deficits have been incurred in the 
revenue accounts since 1949-50 (Table XLVIII). Over the entire 
period since Partition, the (net) aggregate of deficits amounted to 
Rs. 192 million, and these have been financed mainly by a depletion 
in cash balances and by the growth of short and medium-term debt 
owed to the banking system and the Central Government. 

Turning to the non-revenue accounts, the most important are 
the direct capital outlay of the province on asset-building. ‘There 
was a steady increase in this outlay from Rs. 6-4 million in 1948-9 
to Rs. 91-7 million in 1953-4. In the succeeding year there was a 
sharp decline due to the dislocation caused by the heavy floods and 
delay in receipt of equipment from abroad for certain projects. 
Higher outlays were budgeted in recent years, though recurrence 
of floods has led to a short-fall in spending. ‘The pattern of capital 
expenditure is being gradually reoriented in favour of commer- 
cially remunerative schemes (e.g. productive irrigation projects, 
power, &c.), while expenditures on ‘civil works’ (e.g. road con- 
struction, public buildings) are correspondingly reduced. The 
aggregate capital outlay of the province has continued to be 
heavily weighted toward ‘civil works’ and large expenditures had 
to be incurred on the replacement of assets left behind in West 
Bengal, such as public buildings to accommodate the government 
and other institutions, road construction, &c. Capital expendi- 
tures, apart from ‘civil works’ have increased only recently. The 
major investment under ‘industrial development’ (this included 
electricity schemes up to 1952-3) was made in the Muslin Cotton 
Mills at Kaliganj (since transferred to P.I.D.C.). The largest 
share of expenditure on power has been incurred on diesel-electric 
generation projects at Chittagong, Siddirganj, and Goalpara and 
on a large steam station at Siddirganj and on interconnexions 
between them (cf. Chapter XI). Under irrigation, the capital 
outlay mostly relates to the Karnaphuli multi-purpose project 
and Phase I of the Ganges-Kobadak Scheme (see Chapters IV 
and XI). Agricultural development outlay covers, among other 
schemes of agricultural improvement and research, the establish- 
ment of seed-multiplication farms throughout the province, ‘grow- 
more-food’ schemes, and forestry development. 
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Capital accounts also include state trading operations, but since 
1954-5 these have been treated differently and the provincial cash- 
balances have been separated as between ‘Civil Supplies’ and 
ordinary accounts. A large excess of disbursements on state 
trading occurred that year and since deficits were also being 
recorded on revenue accounts, there was large-scale overdrawing 
on the State Bank and commercial banks, and sale proceeds of 
centrally-supplied grains and sugar were used for meeting ordinary 
government expenditures. It was to prevent the latter that the 
segregation of state trading accounts was made. 

Another item of non-revenue expenditure was ‘loans and 
advances’ by the provincial government. These were mainly 
disbursed under the ‘Land Improvement Loans Act’ (1883) 
and the ‘Agriculturists’ Loans Act’ (1884) (cf. Chapter VII for 
details). Repayment of loans from the Central Government have 
been large in recent years. 

Total disbursements under all the heads described above were 
at an average of Rs. 135 million in the past four years and roughly 
half of this figure in the preceding five years. These expenditures 
were for the most part, financed by loans and advances from the 
Central Government, which covered almost the entire direct 
capital outlay of the provincial government; substantial advances 
were also forthcoming in 1953-4 to enable the latter to clear 
accumulated liabilities. Transfers from the revenue budget into 
various funds (e.g. for depreciation of assets of public undertak- 
ings and repayment of debt), and special funds set up for purposes 
jointly undertaken with the Centre also helped. There were large 
receipts in some years, clearly reflecting central deposits in funds 
for flood-relief, refugee rehabilitation, &c. After taking all 
receipts into account, the remaining deficits were financed 
through a decline in cash balances from Rs. 48-7 million in 
1947-8 to Rs. 1:6 million in 1954-5; by public borrowings in 
1953-4 (Rs. 33:4 million); borrowing from the banking system 
(floating debt) in certain years, and through ‘unfunded debt’ 
consisting of accruals in provident and other savings funds. 


2. WEST PAKISTAN 
1. Punjab (Table XLIX): This Province was carved out of the 
western areas of the undivided Punjab, and includes roughly 63 
per cent. of its area and 56 per cent. of its population on the eve of 
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Partition. For financial purposes, the expected share of the 
Province in the revenue budget was placed at 60 per cent. of 
the undivided Punjab. But this did not materialize, following the 
wholesale efflux of a settled and prosperous minority population, 
and an influx of over 6 million destitute refugees on whom large 
expenditures had to be incurred and who were too impoverished 
to be able to pay any taxes for many years. 

As conditions returned to normal, however, the financial 
position of the province tended to improve. In 1948-9 revenues 
were placed at Rs. 172-1 million, following the imposition of new 
taxes such as a refugee ‘cess’ on land revenue and water rates 
(later replaced by a higher cess on water rate only), and an agri- 
cultural income-tax. In succeeding years, revenues rose as tax 
arrears were realized and refugee farmers settled down to cultivat- 
ing their new land. A rise in the share of central revenues in 
1951-2 brought a record level of Rs. 259-9 million without any new 
taxes being imposed, mainly due to the commodity boom which 
increased allocations from income and sales tax receipts from the 
Centre. The trend in revenues was reversed in the succeeding 
year as commodity-markets receded; the fall in revenues was 
partly offset by the larger amounts available from central revenues 
under the Raisman Award. In 1955-6 certain taxes were re- 
adjusted, including a betterment levy imposed on the Thal (at the 
rate of Rs. 60 per acre) and ad hoc increases in basic rates of land 
revenue in certain districts, pending a settlement, long overdue.! 
Of the revenues in the last complete Punjab budget? of Rs. 250-1 
million, the assignment from central taxes accounted for almost 
one-fourth. 

The increase in revenues had been balanced by a rise in ex- 
penditures met from revenue. There was a significant increase 
under ‘Social Services’ where the allocations had more than 
doubled over the last few years and accounted for one-fourth of the 
total budget. A similar amount was spent on civil administration, 


1'The Punjab has a ‘temporary settlement’ as distinct from the ‘permanent 
settlement’ made by the British in East Bengal (cf. Chapter VI). The basic 
rates of land revenue, expressed in rupees per acre per crop in each area, are 
reassessed every forty years. 


2 Comparative figures for the Punjab and the other former provinces of West 
Pakistan are meaningful up to 1954-5, which is the last complete year. Figures 
for 1955-6 were estimates only, and before the year ended the integrated 
Province of West Pakistan was inaugurated. 
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though here outlay had risen at a slower rate and in more recent 
years was actually lower than previously. If expenditures on the 
tax-collecting departments were included, the total expense of 
administering the province absorbed almost one-third of the 
revenues. Another major head was ‘Public Works’ which in the 
Punjab covered the heavy expenditure on the operation and upkeep 
of the vast irrigation system of the province and its electricity 
undertakings. ‘Debt Services’ appeared as a minor feature in 
recent years (appearing even as a negative factor in some). How- 
ever, this was explained by the practice of directly deducting 
the payment for interest, and the provision for repayment of debt 
from the revenue derived from undertakings on the construction 
of which the loans had been expended. If this was taken into 
account, the debt-service burden was found to be substantial, 
accounting for over one-tenth of total revenues. This heavy 
liability derived partly from the fact that the entire liability of the 
pre-Partition debt of the undivided Punjab (Rs. 314-8 million) 
had been laid upon Punjab (P) pending its division with Punjab 
(1). No settlement of this debt issue has been reached thus far. 
The province has also incurred a debt of over Rs. 200 million for 
refugee relief and rehabilitation. Finally, there was a category of 
‘miscellaneous’ expenditure in the budget which covered, among 
other items, some of the ‘unproductive’ expenditures on civil 
works, previously booked in the capital accounts but since 1953-4 
transferred to revenue as an offset against non-recurring and 
extraordinary receipts derived from the sale of agricultural crown- 
lands and developed town-sites. 

Turning to the non-revenue section of the budget, the most 
important item, as in East Bengal, is the capital outlay. It has 
risen steadily from under Rs. 50 million to Rs. 113 million in 
1954-5, of which more than half was allotted to irrigation and 
other works and another third to electricity schemes. Expenditure 
on ‘Civil Works’ which had been substantial in earlier years was 
reduced as a result of the transfer to the revenue budget men- 
tioned earlier, and following a conscious decision to curtail the 
road-building programme in order to reduce the growing debt 
burden of the Province. Since Partition by far the largest slice 
of capital outlay has been directed to the Thal Project and 
construction of the feeder links (see Chapter IV). As for 
electricity schemes, the main project on which expenditure has 
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been incurred is the Rasul Hydro-electric Generation and Trans- 
mission Project and the transmission connexions inter-linking 
the Punjab with the N.W.F.P. grid, along with the supply of 
power to the satellite towns. 

State trading schemes showed net disbursements in some years 
(as in 1949-50 and 1953-4), when large stocks of food-grains 
procured by the provincial government could not be re-sold 
during the same fiscal year. In 1953-4, this resulted in difficulties 
similar to those facing East Bengal described above, and led to 
the grant of a large central loan to enable the provincial govern- 
ment to clear its indebtedness to the State Bank and its outstanding 
liabilities to the Centre. 

Apart from these two sets of accounts (viz. direct capital out- 
lay and state trading), non-revenue expenditures included loans 
and advances by the provincial government under laws described 
above, and repayment of loans obtained from the Centre. The total 
disbursements on non-revenue accounts were, on the average, in 
the neighbourhood of Rs. 150 million, since 1949-50. ‘These ex- 
penditures were largely financed by development loans from the 
Centre, as shown in Table XLIX. In addition, the Province 
received several central loans for the redemption of accruing pre- 
Partition Punjab bonds, for flood relief, &c. After taking all non- 
revenue receipts into account, overall deficits were registered. 
There were also net discharges of ‘permanent debt’ in certain years, 
due to repayment of maturing pre-Partition bonds. Only in 
1951-2 to 1953-4 were there net receipts under ‘permanent debt’ 
when the Province borrowed in the capital market. The total 
deficits were thus mostly financed by drawings on the cash balances 
accumulated in the boom year 1951-2 and by periodical over- 
drafts on the banking system which were liquidated in subsequent 
years. 

2. Sind (Table L): This Province was formed in 1937 by 
separation from Bombay under the Government of India Act, 
1935. For the first few years its financial position was weak and 
revenues had to be strengthened by a central subvention of Rs. 
10°5 million per year. The sale of lands newly-irrigated by the 
Central Lloyd Barrage at Sukkur began, however, to provide a 
major and growing source of revenue. The outbreak of World 
War II and the resulting rise in land values and in prices of 
agricultural produce brought sudden prosperity to the Province. 
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The budgets became surplus and the subvention was discontinued. 

Partition led to economic dislocation of a character similar to 
that described above for the Punjab, though less grave in character. 
An estimated revenue surplus of Rs. 3 million was converted into 
a substantial deficit of Rs. 23:6 million by the time the accounts 
for 1947-8 were closed. Revenues were adversely affected by 
disastrous floods of the Indus in 1949-50 and the separation of 
Karachi from the Province (to form the federal capital) led to an 
estimated loss of Rs. 10 million from the municipal limits of the 
city and the surrounding area of 600 square miles simultaneously 
acquired by the Centre.! However, the position improved in the 
succeeding year as Sind received the full benefit of the boom in 
cotton prices in the 1950 season. In this respect, its revenues were 
more sensitive to changes in prices of agricultural produce than 
were the revenues of other provinces, since land revenue collec- 
tions were based on a sliding scale assessment.? This factor also 
operated, though to a lesser extent, in 1951-2, since cotton prices 
were relatively higher in the earlier part of the season when the 


1 A Joint Centre-Sind Committee was appointed to determine the compensa- 
tion to be paid to the province. Pending final agreement, ad hoc grants totalling 
Rs. 60 million were made by the Centre prior to the absorption of the Province 
into the single unit of West Pakistan. 


2 Under the usual system of assessment, average rates per acre per crop 
are worked out for each assessment ‘circle’ (large adjacent groups of villages 
sufficiently homogeneous to admit of a common set of rates). Provision is 
also made, as in the other systems, for variations according to the class of the 
land, the type of irrigation, and other factors within each circle. In the sliding 
scale system, however, the average or standard assessment is only used as the 
‘basis’ in a scale which provides for fixation of assessment in parity with the 
average market price of the produce over a defined period, which covers 
the harvesting and marketing season. 

A similar system applies in certain canal colonies of the Punjab, with some 
differences. For example, while in Sind no upper or lower limit is provided, 
in the Punjab the average revenue rates represent the maxima which the 
government can take in any settlement period of forty years and only when 
prices reach the ‘commutation’ level worked out on the average of twenty 
years. If prices go above this level, the revenue-payer gets the full advantage 
of the excess, unlike the position in Sind. It is only if prices fall drastically 
that the systems in the Punjab and Sind are similar and remissions are granted 
on the basis of a formula which takes account of (a) the percentage of matured 
area, (b) average yield in maunds, and (c) difference between ‘commutation’ and 
actual prices in the preceding period. 

It is these differences which render the collection of land revenue in Sind 
so much more flexible than where a fixed system of assessment prevails, or 
even where, as in some of the canal-colonies of the Punjab, the sliding scale 
is one-directional rather than free to fluctuate in both directions. 
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greater portion of Sind’s crop is marketed.1 But provincial 
receipts declined for the same reason in 1952-3, as cotton prices 
began to decline; the failure of rains and the resultant 
short-fall in the seasonal high waters of the Indus meant non- 
cultivation of large tracts of bosz (flood-irrigated) lands and lower 
yields elsewhere for wheat and other grains. Under prevailing 
conditions of food scarcity, sales of barrage lands also sagged. 
These factors combined to offset the favourable effect of larger 
assignments of central revenues under the ‘Raisman Award’, so 
that the net effect on provincial revenues was to leave them almost 
unchanged at previous-year levels. Revenues improved in 1953-4 
despite another crop failure, due to the imposition of increased 
water-rates on jagir lands (see Chapter VI) and larger credits for 
receipt of compensation from the Centre for Karachi. Peak 
revenues of Rs. 102°5 million were recorded in this year, to be 
followed by a decline in subsequent years. ‘This trend, which is 
somewhat contrary to the general rise of revenues in other 
provinces, is mainly attributable to a rather contrasting tax 
policy, viz. a reduction in the State demand from agricultural 
classes. In 1954-5 the education cess (levied as a surcharge of 
I2°5 per cent. on land revenue) was discontinued in respect 
of kharif 1954; in the succeeding year the relief was applied to 
rabi crops also. From 1955-6 the tax on private transportation 
Operators was reduced by one-half. Revenues in the latter year 
were strengthened by an exceptional transfer of Rs. 10 million 
from the Land Revenue Equalization Fund,? but for which they 
would have been even lower. 

As a result of this decline in provincial sources, the share of 
assignments from the Centre increased and in the last budget 
accounted for roughly one-fifth of the total revenues of the 
province. Another one-fifth was derived from ‘civil administra- 
tion’ heads, but this was due to transfer from the Equalization 
Fund to the Education Department, mentioned above. Revenues 


1 Cotton prices in Pakistan reached their peak for the 1951-2 season in 
December 1951. 


2 Under the Land Revenue Equalization Fund Act (1947), collections of 
land revenue in excess of Rs. 27°5 millions were to be credited to a fund with 
a view to making up any shortfalls in years of crop failure. By the end of March 
1955, credits to the Fund amounted to Rs. 230 million. The 1955-6 budget 
proposed to amend the Act to enable withdrawal of Rs. 10 million each year 
for assistance to education. 
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from ‘public works’ contributed something less than one-third, 
being the ‘gross’ revenue derived from a large number of minor 
irrigation, drainage, and power works for which capital accounts 
were not maintained. The remaining revenues were derived from 
several indirect tax heads and miscellaneous sources. 

As against the declining trend in revenues, expenditures showed 
asteady rise!sothat deficits were recorded in almost all years except 
1951-2.2, The expenditure on civil administration (including 
tax collections) was disproportionately high compared to other 
provinces, as it absorbed more than two-thirds of the total amount. 
This was probably attributable to the complexity of the method of 
assessment and the difficult ‘law and order’ situation, which en- 
tailed heavy budgeting for police. Expenditures for public works 
and social services roughly account for equal shares of the re- 
mainder, while debt services are a negative item in the sense that 
returns on productive irrigation and electricity works (for which 
revenue accounts were kept) exceed the service charges on them. 

Turning to the non-revenue sector, it is notable that capital 
outlay remained on a fairly restricted scale until 1951-2, due to the 
inevitable time taken in the planning of projects of the magnitude 
now in execution in the shape of the barrages and irrigation 
systems in Lower (and latterly) in Upper Sind. Once the initial 
stage was passed, disbursements rose rapidly from Rs. 39-7 
million in 1952-3 to over three times this figure in 1954-5 (Rs. 132°3 
million) the preponderant share in the outlay being reserved for 
‘irrigation’. In the last two years about Rs. 40 million has been 
directed to ‘industrial development and electricity’, representing 
the purchase of shares in the cement factory established by the 
P.I.D.C. at Hyderabad and for a hydroelectric scheme at Kalri 
and a thermal-electric grid in Lower Sind. ‘Civil Works’ for 
which capital accounts are maintained account for the remaining 
outlay. 


1 Expenditure figures shown for 1953-4 in Table L are not adjusted for 
several items, including a transfer of Rs. 30°7 million to the Land Revenue 
Equalization Fund. On completion of accounts, it was expected that there would 
be a deficit of Rs. 5 million, due almost entirely to a rise of Rs. 24°8 million 
under expenditures. 


2 A surplus was budgeted in the 1955-6 estimates. While integration into 
one unit during the course of the fiscal year would make revisions irrelevant, 
it might be useful to mention that the incidence of floods (as in 1948-9) would 
probably have produced a deficit. : 
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‘State trading operations’ account for large disbursements in 
only a few years. There are hardly any disbursements for repay- 
ment of loans to the Central Government, which figure less 
prominently than in other provinces. This is explained by the 
fact that prior to 1954-5 the province had not needed to resort 
to large-scale borrowing from the Centre. This was only partly 
attributable to the slow rise of capital outlays in the Province. 
Although loans had been contracted, it was not necessary to use 
most of them because of the large receipts under the heading 
‘Deposits and Advances’ reflecting credits in the Land Revenue 
Equalization Fund, among others, as well as positive entries under 
‘Suspense’, which in turn indicated disinvestment of central 
treasury bills and other government paper.! State trading opera- 
tions also contributed in certain years, as the provincial govern- 
ment was enabled to sell in the province or outside large stocks of 
rice procured from the farmers. 

In most years, there was an ‘excess’ of receipts on non-revenue 
accounts, while in the years when there were overall deficits, 
there was a decline in ‘free’ or uninvested cash balances and an 
increase in borrowings from the State Bank. The borrowings were 
particularly significant when large disbursements on state trading 
operations were involved. 

In a sense, the province had, in recent years, been drawing 
upon its reserves, as indicated by disinvestments of Central 
Government paper, decline in cash balances, and the decision to 
draw upon the Land Revenue Equalization Fund for purposes 
other than originally intended. However, this was offset by the 
consideration that the heavy outlay on irrigation projects would 
bring large receipts from sales of newly colonized lands, higher 
revenues from water taxes and land revenue and would justify a 
betterment levy in areas where an assured supply of irrigation 
water was made possible by new projects. 

3. North-west Frontier Province (Table LI): Among the poorest 


1 ‘Suspense was a substantial financing item ... as it accommodated the 
investment of spare cash balances. Receipts record maturities of securities and 
treasury bills and the amount of discounted securities (while disbursements 
represent investments made). The large credit in 1953-4 was explained by 
the excess of treasury bills and other securities, suggesting that maturing paper 
was not reinvested but applied presumably to financing accumulation of grain 
stocks in state trading account.’ (State Bank of Pakistan: Currency and Finance 
Report, 1954-5, Section IX, p. 77.) 


S.z— Fo— |GS.c— :€.1+ |, €.€4+ ,4.1— ,¢.2— ,9.7— | 1.2— ]0.€— (—) HOYep to (+) snjding ‘41 
S.bL Guid 0.99 z.S9 bab v.64 6.¢7 L.LE 1.vE 9-9£ (Sz 0} O1) ainjtpusdxe [e10J, “91 
+.4 zZ.o— | 6.€ Z.11 Q-z L.9 1.8 0.$ 1.v v.v snooue[aostjAy “$1 
g.£ Tee Q-z £.2 1.Z g-o— | 9.0 I.o— | £€.0— | 1.0 s9dIAtas 1q9q] “VI 
0.02 v.g v.v1 Q- VI a Z-O1 S.QI 9-9 0.9 Z.9 S9DIAIOS [BID0G “C1 
v.02 €.V1 Z.0% Z.vI L.v1 1.21 Z.O1 6.9 6. £.9 SYIOM OTIGQNg “ZI 
Q-2z 6.7 g-1z g-61 9-QI Q-QI g-L1 6.91 6.91 1.L1 UOTVIISIUIWLUPR [IAIZ) “II 
tae £0 Our 6.z Lae g-Z v.z 2.2 £.z £.2 enuUsAII UO spuUBUOp JOdIIG] ‘OI 
:dInyipusdxy 
o.zZ g.1£ 9.£9 +.99 9-9S L.LV 0.zV 1.€€ 0.Z€ g.€€ (Q 01 I) onuUdADI [R10], *6 
Z.Z1 ac I.11 jean 1.21 L.o1 6.9 0.9 6.4 0.8 s}diada1 I9YIO °*g 
JUOWIUIOAOL 
S.z1 ord S.Z1 racer S.Z1 0.01 0.01 0.01 0.01 0.01 [eijusD 9Y} Woy pry-ul-sjueIn °Z 
s}usuIedep 
0.01 Sz L.v t.9 z.v L.€ 6.€ v.€ ¥.z ZS JUS. aUeq PUL UOeI}SIUIWpR [IAID “9 
9-1 0.6 S.Z1 £.6 Z.9 ZL 0.9 1.V S.€ Z.£ syIoM o1qGng °S 
$.9 0.Z 6.9 0.9 v.S 1.S z.& $.9 6.4 Q.z sajnp pue soxe} 19yIO “"V 
£.0 Z.0— | £.0 £.0 Z.O £.0 £.0 1.0 S.o ZI 9SIOx [eIOUIAOIg “Ef 
gf Jeph 9-4 g-¥ S.v 1.V ZV 0.€ 6.2 €.2 enusAeI pur] *z 
o1jU9z) 9y} Aq 
Z.e1 Z.11 Z.11 9-6 — L.9 — — — — pe}d9]]0D osnusAsI Woy s}disday “1 
s MNUIAY 
squnosIp anuanay *“T 
(sagou | 2-56 | (sogmu 
-1489 ge ~1489 
yoSpng) 6-gv61 pasiaaxz) b-ES61 | €-zS61 | z-1861 | 1-oS61 joS-6461) 6-gh61 | g-Lv61 
g-SS61 | 4270709 | c-bSo1 
asuvya | 


sLlaoqng ‘d’iM’N 


| 
| 
(ssadns Jo suoryrur ut) 
| 
| IT 219°L 


*QOUTAOIY JOIUOIT ISA9M\-YIION 94} JO JUSWIUIDAON ‘s}uSWAIIG JOSpNg jenuUY -a24no0g) 


0.6 1.¢z ghz 0.Sz v.E1 1.2 Z.Z1 S.zZ1 L.o S.9 amuvjvg Yysvg sursojD “TA 
g-bz S.g1 0.SZ v.€1 tel, g-F S.Z1 L5G S.9 g-f1 aunjog yspg sumadg *A 
g-SI— | 9.S f£.0o— |z.I+ | %.9 z.e+ | v.0— | 6.114 |6.8S— | zL— (—) 291fagq 40 (+) snjdang 1104220 “AT 
ja 
—_ Z.0— — 0O.z2— | 9.€ €.2— |1.04+ |0.6+ | 2.0+ | Z.11— | suo svsunsy s4ay1C—Q) puv eee ST 
€.€1— | 2.9 z.e+ | €.21+ |S.o— |2z.9+ |0.74+ |%.44 |or- | ¥.L4+ (—) n9yep io (+) sn{ding ‘oF 
L.601 g.6£ £.69 4.98 L.96 I.1g 9.49 0.bZ L.6¥ er Ta (gf 03 1£) yuaWasIngsIp [ej0]7, “6£ 
"JAOD) [VIOUTA 
€.1 Z.0 b.0 £.0 £.0 £.0 L.1 L.0 Z.0 Z.0 -OIg 94} Aq soouvApe pue suroT “gf 


"JAOH [¥IIUIZ) 


$.0 £.0 €.0 £.9 £.Z1 — 0.Z1 o.£ — — oY} WOIJ suvo] Jo yuowAeday °LE 

LL Q-1Z L.99 6.+9 0.2L 6.¢S S.9€ €.9¥ 6.¢4 L.6€ saouvApe pure sjisodeaq ‘gf 

L.o £.0 L.o g-0 9-0 9-0 £.0 ¥.0 v.0 S.0 qep popunjuy, “SE& 

—_— 6.0— _ — 0.Z £.8 z.v o.L 6.0 1.01 igep suneop,y “ve 

— — —_ — — — — — — — qqep JusuLvULIag “ff 

— — — — — v.L — Z.v aoa “= (jaU) SawoYyoS SuIpes 93¥1G “zt 

L.ve 6.41 Z.1Z S.Z1 O.1I ZCI I.O1 £.9 fe 9.2 (Of 03 gz) Avpyno [ejdes [eJo], “1 

6.1 ZI S.1 — 9-0 £.0 €.1 +.0 £.0 L.o sI9y1Q ‘of 
yoivasai 

— oo —- -— ~= — ~- a — — pue jyusweaoidult [einynousy ‘62 
SoWsyos USUI 

4.0 ¥.1 v.1 O.I v.1 £.g — — —- _— -doJaasp Jamod pue syIoM [IAD “gz 
Aj1911399]9 

L.o1 g-F g-Z £.S L.v g-1 0.8 S.£ Q-z 6.1 pue juourdojaaop [ejsnpuy ‘Lz 
SYIOM J9Y}0 

Z.1Z g-O1 4.01 gS £.4 0.2 g-0 v.0 1.0 —_ pue wuonjesiiit Jo uorjonIysuod “gz 

: S}UDUESINGSIq] 

4.96 6.SP 9-16 1.66 Z-96 £.Lg L.99 £.1g L.Sv $.09 (vz 01 QI) s}diase1 Jeo, y, “Sz 

— 0.$ 0.9 €.¥ L.v — €.S —— O.1 6.2 (j0U) souIaYyoOs SuUIpRI} 93419 “FZ 
"JAOL) [PIOUTAOIY 94} JO 

¥.0 g-0 O.1 Q.1 £.0 €.0 Z.O F.o Z.0 Z.0 soouvApe pur sueo] jo juswAeday “fz 

o.SI £.01 S.S1 0.01 $.0z 0.Sz $.gI — Z.S — *JAOD) [¥1]UID 9Y} WIJ suLOT “Zz 

L.99 S.62 €.L9 6.g4 0.29 o.L& 1.6€ z.QS g.LE L.or soouvApe pur s}isodaq] “Iz 

g-1 €.1 g-I I. g-0 g-0 6.0 L.0 S.o 9-0 3429p pepunjuy) ‘oz 

— 6.0— — |o€ 4.2 z.¥ L.v 0.S1 6.0 1.01 iqep sunvopy “61 

S.z1 = —— oa GL i = fe py & — — yep jusUeUWIAg “gi 

2$}d1999y] 


sjunovIp jouidva ‘IT 


348 THE ECONOMY OF PAKISTAN 


in the country, this province was never previously considered 
‘financially viable’. It was granted a subvention of Rs. 10 million 
under the ‘Niemeyer Award’ (cf. Chapter XVIII), but even so, 
revenues were only Rs. 33:6 million in 1947-8, inclusive of the 
subvention. The immediate post-Partition years were especially 
difficult, but from 1950-1 onwards revenues began to rise with the 
return to relatively normal conditions, improvements in tax- 
collecting machinery and the imposition of new taxes. In 1952-3, 
a more substantial improvement occurred as the central subven- 
tion was increased by the Raisman Award to Rs. 12:5 million and 
the province received a greater share in central taxes. Total 
revenues were slightly higher in later years, but if central assign- 
ments of taxes, subventions, and grants-in-aid for specific projects 
were subtracted, ‘provincial’ sources of revenue actually declined, 
due to widespread damage caused by frost to the sugar-cane crop, 
necessitating remission of land taxes and of the road cess paid by 
growers and millers on cane transported by road. A reduction by 
the Central Government in the price of sugar also meant lower 
collections from the cess on manufactured sugar. Income from 
‘organizational’ charges levied on some primary commodities 
exported from the Province also fell. As a result, provincial 
sources were not expected to contribute even half to the total 
revenues. 

Meanwhile, expenditures met from revenue rose faster, as in 
other provinces, so that small deficits were recorded every year up 
to 1951-2 and again reappeared from 1954-5. ‘The increase in 
expenditure was mainly under ‘Social Services’ (from Rs. 6 million 
to over Rs. 23 million since Partition) and ‘Public Works’ (from 
Rs. 6 million to Rs. 20-4 million), while the expenditures on civil 
administration (including revenue-collecting functions) rose at a 


1'Taxes imposed after Partition included (a) an Urban Property Tax at 
7% per cent. of rental value, (b) a 25 per cent. development cess on land revenue 
and water rates, (c) an agricultural income tax, and (d) additional land revenue 
on sugar-cane land at Rs. 11 per acre. There was a cess on sugar and several 
‘organizational’ taxes on the export of gur, and some other commodities from 
the N.W.F.P. to other provinces. 

2 Alluding to such ‘organizational’ charges and cesses, Sir Jeremy Raisman 
remarked that the province had ‘become dependent on a number of questionable 
imposts, under various names, which are in reality either customs duties or 
excise duties not included in the provincial list’ .. . “This policy’, he warned, ‘is 
extremely dangerous and is capable if permitted to go on unchecked, of under- 
mining the essential structure of federal finance and also of causing great harm 
to the economic life of the country.’ 
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much slower rate and appeared to stabilize around Rs. 25 million 
in recent years. 

In the capital accounts, development outlay rose steadily after 
1949-50 and almost doubled by 1954-5. The largest field of 
investment was ‘electricity schemes’ for which an aggregate of Rs. 
47 million has been budgeted since Partition, both for generation 
and province-wide transmission of power. The second major 
field was irrigation, mainly for the irrigation component of 
Warsak and for the Kurram-Garhi Project (cf. Chapter IV). 
The provision for industrial development was minor and related 
mainly to investment in the sugar industry and for the construc- 
tion of a rosin-turpentine factory. 

State trading schemes have resulted in small disbursements in 
three years only, while ‘loans and advances’ by the provincial 
government were also minor in scale. ‘Deposits and advances’ 
have shown net disbursements in three years. To meet these dis- 
bursements, the province has contracted short-term central loans, 
repayment of which was reflected in 1949-50, 1950-1, 1952-3, and 
1953-4. Its development outlay was financed by long-term central 
loans, and only two small loans were contracted in 1949-50 (Rs. 
7 million) and 1952-3 (Rs. 7:5 million). For the rest, the Province 
has had little resort to the central bank (except in 1949-50) or 
other methods of financing. Its cash balances, while fluctuating 
widely over the years, were actually higher by Rs. 11 million at the 
beginning of 1955-6 than in 1947-8. 


3. AN) OVERALE, VIEW 

An overall view of provincial finance (over the period 1948-9 
to 1954-5) clearly brings out some of the trends noted under 
individual provinces. It also focuses attention on the major 
problem in this field, namely, the division of revenues between the 
Centre and the units. ‘Total revenue receipts of the provinces 
(Table LIT) have risen from Rs. 490°5 million to Rs. 738-2 million,+ 
or half again as much over the period. This is in some contrast to 
the doubling of central revenues. In absolute terms, the largest 
share of the increase in provincial revenues came from assign- 
ments of shares in certain central taxes, the amount rising from 
Rs. 106:2 million to Rs. 187-2 million and accounting for more 
than two-fifths of the aggregate increase (Table LIII). In addition, 

1 FYPD, Ch. 9, Table 2. 
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grants-in-aid from the Centre and other allotments for specific 
purposes (partly shown under ‘other receipts’) have increased 
and aggregate a substantial figure (Table LIV). While this has 
served to impart a degree of much-needed elasticity to provincial | 
revenues, it has not led to complete satisfaction. It has been felt 
that while the ‘Raisman Award’ helped to restore some of the 
revenues previously on the provincial list under the Government of 
India Act, 1935, and then ceded to the Centre under the pressure 
of emergency conditions, it did not proceed far enough; the ex- 
pedient of giving the provinces a share in certain central excises 


Table LII 


CONSOLIDATED REVENUES OF PROVINCES 
(in millions of rupees) 


1948-9 (Actuals) | 1954-5(R.E.) | % Increase 


Taxes Shared: 106°2 187°2 76 
Customs 63°5 40°7 
Central excise Nil 29°7 
Income tax 4°8 37°1 
Sales tax 37°9 79°7 
Other taxes: 151°3 191°6 26 
Agricultural income 9°4 10°2 
tax 
Land revenue 65°1 98-2 
Provincial excise 287 18-0 
Stamps 24°0 a fe 
Registration 5°8 6-0 
. Urban immoveable o'9 4°0 
property tax 
Other heads 22°4 28°1 
Public Utilities and State 78°9 88-4 11 
Undertakings 
Irrigation (net) 76°8 69°8 
Electricity (net) ir2 12°6 
Government transport o'9 6:0 
(net) | 
Other Revenues: 144°1 258°5 80 
Forest 13°79 22°6 
Interest receipts 6:2 18:0 | 
Civil administration 36°7 76°3 
Sale of lands 16°9 23°1 | 
Other receipts 70°6 118°5 | 
| 
Annual Subvention to 10°0 i2°5 25 
N.W.F.P. 
Total Revenue Receipts 490°5 738°2 50 


Source: FYPD, Ch. 9, Table 2. 


Table LIII 


RECEIPTS OF PROVINCES FROM CENTRAL TAXES 


Taxes Shared 
Jute |. 
Export | Central 
Duty Excise pas 
Duties 


Income 


East Bengal: 
1947-8 
1948-9 
1949-50 
1950-1 
1951-2 
1952-3 
1953-4 
1954-5 
1955-6 
1956-7 
1957-8 
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Punjab: 
1947-8 
1948-9 
1949-50 
1950-1 
1951-2 
1952-3 
1953-4 
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North-West Frontier: 
1947-8 
1948-9 
1949-50 
1950-1 
1951-2 
1952-3 
1953-4 
1954-5 


Sind: 
1947-8 
1948-9 
1949-50 
1950-1 
1951-2 
1952-3 
1953-4 
1954-5 


West Pakistan: 
1955-6 18°1 
1956-7 19°9 
1957-8 20°5 100°0 
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Source: Explanatory Memorandum on the Budget, 1957-8. 
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was not regarded as adequate compensation for the loss of half the 
sales tax proceeds to the Centre, which the Award confirmed. The 
sales tax was in fact the most elastic source on the provincial list, 
the other sources not being elastic enough to permit the expansion 
of welfare services, which fall so largely in the provincial sphere 
of responsibility under the Constitution. 


Table LIV 
GRANTS-IN-AID! 
(1947-8 to 1956-7) 
(in millions of rupees) 


Nature of Grants-in-Aid 


Province, State,| Refugee Agri- Univer- 


cultural Border | Civil sities | Social | Special| Sub- | Totals — 

or Area Rae Develop- Penelee "| Police | Defence| and Uplift @) vention 

ent Colleges 
Punjab 45°1 7°9 34°4 Z1cE 4°5 1°6 50°0 35°0| — 199°6 
Sind 13°3 Ree 10°2 22 1°2 I°4 20°0 — — 54°5 

N.W.F.P. 1°6 Z°2 7a — e I*4 15°0 — 95°0 | 123°6 | 

Bhawalpur Bie o°2 g°q — — — 304 —- —— 9°5 4 
Other areas 54°6 27 2°1 _- 2°8 II°5 36°5 — — TroO+2 

West Pakistan | 117°1 19‘2 57°4 24°3 8°5 I5°9 | 125°0 35°0| 95°0 | 49774 — 

to 1955-6 
1956-73 5°4 12°0 rss —_ — — — 103°7| — 136°6 
West Pakistan | 122°5 B02 7220 24°3 8°5 HS-9) |erasco 138°7 | 95°0 | 634°0 
East Pakistan 17°8 42°2 42°8 Zn I°5 2a 64:0 294°7 | — 490°6 
Totals 140°3 73°4 1 gS | 49°5 10°0 18-3 | 189°0 | 433°4 | 95°O |1124°6 


Source: Explanatory Memorandum on the Budget, 1957-8. 
1 Figures are based on sanctions given by the Central Government. 


2 Mainly for relief measures in areas affected by flood and other natural calamities. 
3 Rupees 25,000 only. 
4 Relating to the period after consolidation of West Pakistan. 

Reference to other provincial heads does appear to lend some 
support to this view. While land-revenue collections have risen 
from Rs. 65-1 million to Rs. 98-7 million, this is mainly attribut- 
able to East Bengal and derives from the gradual replacement of 
the permanent. settlement in that province.1 The somewhat 
smaller increase under land revenue in the Punjab was obtained 
from higher taxation of land through ad hoc revisions of rates in 
some areas where the allotment was overdue, the imposition of 
several ‘cesses’ and ‘surcharges’ at different times on the basic 


1 Commenting on the inelasticity of land revenues, the Planning Board 
states that: ‘There seems to have been a progressive decline in the relative 
burden of land revenues since the last settlement, in West Pakistan. ‘The price 
rises have not been accompanied by any corresponding increase in land 
revenue.” Ibid., para 21. 
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land revenue rates, and only partly from increases in cultivated 
area (or a shift to higher-taxed crops). In Sind and the N.W.F.P. 
there is hardly any significant rise under land revenue, though in 
the case of the former, this is doubtless explained by the provisions 
of the Land Revenue Equalization Fund Act, mentioned earlier. 

Another major revenue-head is receipts from ‘Irrigation and 
Other Public Works’ where there has been an increase from Rs. 
83:2 million to Rs. 121-7 million, the largest being in the case of 
the Punjab. In relative terms, the most spectacular increase occurs 
in the N.W.F.P. and to a lesser extent in East Bengal. The former 
derives from increased cultivation of sugar-cane and tobacco, for 
which larger irrigation facilities have been made available. 
Receipts from this head would appear to be elastic in the light of the 
large irrigation and power projects now being implemented in all 
the provinces, although there is an offset in the growing burden of 
the debt service on loans incurred for implementing the projects, 
particularly when, as in the case of the Punjab, a part of the debt 
is incurred for financing ‘unproductive’ projects. Receipts from 
‘Civil Administration and Beneficent Departments’ are in the 
nature of fees for various services provided to the population and 
have a counterpart in the apparently much greater growth of 
administrative outlays on the departments providing them. 
Nevertheless, the increase from Rs. 36-7 million to Rs. 76:3 
million is encouraging, though the rate of increase appears to be 
slowing down. Collections from ‘provincial excises’ have actually 
declined over the period from Rs. 23-7 million to Rs. 18 million, 
mainly due to the enforcement of ‘prohibition’. ‘Other ‘Taxes and 
Duties’ cover a large variety of imposts, including entertainment 
and betting taxes, urban property and agricultural income-tax, 
sale of stamps and forest produce, taxes on private carriers, &c. 


1 Irrigation practice in the sub-continent defines a project as ‘productive’ if 
the income covers the interest on the capital cost and the annual working 
expenses; the present rate of interest is 4 per cent. and the working expenses 
are Rs, 1-2-5 per acre irrigated or Re. 1 per acre of cultivable area commanded. 
In working out revenues, the main receipts taken into account are: (a) direct 
receipts, water rates on account of supply of canal water—approximately one- 
tenth of the price of crop yields, (b) indirect receipts, increase in land revenue 
on account of improvement in yield and rise in land prices due to introduction 
of canal water supply less increase in cost of civil administration in that area, 
and (c) interest on sale proceeds of land owned by Government. (The average 
rate of land revenue receipt is about Rs. 3-8 per acre irrigated.) (M. A. Hamid, 
Irrigation in Pakistan, Volume IV, Proceedings, U.N. Scientific Conference on 
Conservation and Utilization of Resources, New York, 1951.) 
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Taken together, however, they do not appear as a very elastic 
source on the basis of past performance. The increase in revenue 
since Partition is only from Rs. 66:5 million to Rs. 75-4 million. 
Finally, there are ‘Other Receipts’, a miscellany of ‘extraordinary’ 
{and often non-recurring) income, including grants from the 
Centre (not shown under grants-in-aid since these are for specific 
purposes, see T'able LIV), and sales of crown-lands and developed 
town sites. Some of these items may well increase in the future, 
but nothing definite can be said in view of the fluctuating character 
of the income in the past and the large number of apparently 
unrelated items placed under this head. 

On the other hand, expenditures met from revenue have shown a 
continuous rise from Rs. 470-3 million to Rs. 736-1 million and 
since this has been more rapid than the increase of revenues in 
most years, there have been deficits on revenue account. In 
relative terms, the rise is most notable under ‘Social Services’ 
(from Rs. 90-5 million to Rs. 194°5 million) and ‘Public Works’ 
(from Rs. 67-4 million to Rs. 128-9 million). But more significant 
is the aggregate rise under ‘Administration’ (including revenue- 
collecting departments), from Rs. 242:6 million to Rs. 306-6 
million. Similarly, the burden of the debt service is on the 
increase; from a negative item of Rs. 11-7 million (meaning larger 
interest collections from projects financed compared to the interest 
service) it has moved to a positive figure of Rs. 33:3 million. 
With every prospect of a further rise in expenditure, the search for 
new sources of revenue is bound to intensify. Some increase from 
provincial heads may be expected, as noted above, and there may 
also be some margin in the way of agricultural income-taxes in 
provinces where none are now imposed, by more extensive use 
of betterment levies and by greater use of taxes on professions and 
town property with the growth of urbanization. However, it 
appears unlikely that these sources can suffice against the mount- 
ing pressure for larger government services, and some further 
redistribution of tax-heads between the Centre and the provinces 
appears necessary to enable the provinces to balance their revenue 
accounts. 

In the capital accounts, there is little evidence of any conflict 
of interests. Capital outlay (on development) has risen steadily 
from Rs. 282 million to Rs. 435-3 million and has been largely 
financed by loans and advances from the Central Government. 
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Nor have the provinces been equally dependent on the Centre. 
Sind, as noted earlier, did not resort to the Centre until 1954-5 
and even thereafter has been drawing on reserves. ‘The provinces 
have also had some recourse to the capital market (‘Table LVIII, 
Chapter XX, gives details of their outstanding long-term debt), 
but this has been on a restricted scale in the light of the decision 
taken soon after Partition to reserve the market mainly for central 
flotations. When they have entered the market, the provinces have 
appeared to draw funds chiefly from institutions under their 
direct control, such as co-operative banks, public pension funds, 
and local bodies. Meanwhile, external loans and aids for projects 
under their administrative control have been channellized to them 
through the Centre. On the whole it may be said that any limita- 
tions on their capital spending have been more administrative in 
character—reflecting an inability to spend as planned—rather than 
stemming from non-availability of finance. The other major 
category of capital accounts—state trading—has in the main 
reflected the vicissitudes of the country’s food situation. Difh- 
culties in disposal of grains procured earlier have led at times to 
a considerable strain on the provincial liquid resources and have 
led to an increase in their debt to the banks. But such operations 


are self-liquidating—an excess of disbursements being generally 
followed by an excess of receipts applied to discharge of short-term 
debt incurred for the purpose. The segregation of state trading 
accounts since 1954-5 should promote more effective management 
of this sector of provincial finances. 


4. PROVISIONS OF THE NEW CONSTITUTION 

In Chapter XVIII, the distribution of revenue-heads between 
the Centre and the provinces under the Government of India 
Act, 1935 (as adapted in Pakistan), was indicated as also the 
amendments made after Partition and culminating in the ‘Raisman 
Award’. The Constitution adopted in March 1956, incorporates 
these amendments and clearly enumerates the revenue-heads in 
the Federal and Provincial Lists. 

Included in the Federal List are customs duties (including 
export duties); excise duties (including duties on salt, but exclud- 
ing alcoholic liquor, opium and other narcotics); corporation 
taxes on income (other than agricultural income); taxes on the 
capital value of assets, estate and succession duties on property 
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(other than agricultural land); taxes on sales and purchases; 
terminal taxes on goods or passengers carried by sea or air and on 
their fares and freights; taxes on mineral oils and natural gas.1 

The Provincial List covers land revenues, zakat, taxes on 
agricultural income, and on the capital value of agricultural land 
as also succession and estates duties on the same; stamp duties; 


taxes on lands and buildings; excise duties on alcoholic liquors, 


opium and other narcotics, non-narcotic drugs, medicinal and 
toilet preparations; taxes on the entry of goods into a local 
area; taxes on electricity, advertisements and sale and purchase of 
newspapers; taxes and tolls on goods and passengers carried by 
road or inland waterways; taxes on vehicles, animals, and boats; 
taxes on professions, trades, and employments; taxes on luxuries 
including entertainments, betting, and gambling; capitation taxes 
and terminal taxes on goods and passengers.” 

While the foregoing distribution of revenue-heads does not 
bring any marked departure from the pattern existing prior to its 
adoption, the new Constitution does provide for its periodic 
review at intervals not exceeding five years by an independent 
National Finance Commission. The Commission is required to 
examine the financial relations between the Federal Government 
and the provinces in respect of grants-in-aid, borrowing powers 
and the distribution of the ‘net proceeds’ of the following taxes: 
(a) export duty on jute and cotton and any other specified export 
duty; (5) taxes on income other than corporation tax; (c) specified 
duties of Federal excise; (d) taxes on sales and purchases; (e) any 
other specified tax. It may also make recommendations on any 
other matter relating to finance referred to the Commission by the 
President who is authorized to give effect to its recommendations. * 

Changes of a more immediate character in financial relations are 
involved in the integration of the several provinces and states in 
West Pakistan on 14th October 1955 by the Establishment of 
West Pakistan Act. The new province includes Baluchistan and 
the Frontier (tribal) regions which were up to that time a responsi- 
bility of the Centre. Since expenditures in these areas by the 
Centre were substantially in excess of revenues raised from them, 


1No. 26, Article 106, Federal List, Fifth Schedule, Constitution of the 
‘Islamic Republic’ of Pakistan (Manager of Publications, Government of 
Pakistan, 1956). 


2 Ibid., Nos. 10, 64, 71-90, Provincial List. 3 Ibid., Article 118. 
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to offset the strain it was provided in the above-mentioned Act 
that the Centre would make an annual grant to the new province 
equal to the difference between the estimated receipts and ex- 
penditures pertaining to these areas in the financial year 1945-5: 
this was estimated at Rs. 12 million. While this expedient serves 
the immediate problem, it also emphasizes the more general issue 
faced by the new province, that of finding the revenues necessary 
for implementing ambitious programmes of development in its 
backward areas: the latter consideration was, in fact, one of the 
prime reasons officially given for the unification of West Pakistan. 
Another problem is that of achieving a uniform system of taxes and 
of tax administration to replace the great diversity prevailing in the 
separate provinces prior to integration. The first budget of West 
Pakistan recognizes this need but makes no specific provision to 
this end because of the short period available to the framers of 
the budget which is obviously not much more than a consolida- 
tion of the individual budgets of its component units.2 The 
new province has estimated revenues of Rs. 573-1 million and 
expenditures of Rs. 572-1 million met from revenues. Capital 
expenditure is placed at Rs. 440 million of which 59 per cent. is for 
irrigation projects (Rs. 260 million), followed by ‘Civil Works’ and 
‘Communications’ (Rs. go million), electricity schemes (Rs. 50 
million), town development (Rs. 11-1 million), and road transport 
(Rs. 10 million). The capital budget will be financed largely by 
central loans ‘exceeding Rs. 370 million’. The total public debt of 
the integrated province is expected to rise from Rs. 1,270 million 
on 1st April 1956 to Rs. 1,670 million at the end of March 1957. 
1 White Paper on the Budget of Pakistan, 1956-7. 


2°The important task which the formation of the new province imposes 
relates to the unification of laws, rules and regulations, and the levelling of 
taxation throughout West Pakistan’ (Budget speech, 1956-7 West Pakistan). 
In this connexion, the Planning Board quotes some interesting figures: ‘The 
tax on urban immoveable property varies from 10 per cent. in the former 
Punjab, 7°5 per cent. in the former North-west Frontier Province to 2°5 per 
cent. to 5 per cent.’ in the former Sind. ... “The entertainment tax in the 
former Sind and N.W.F.P. amounts to 50 per cent. of the admission charge 
and there is no reason for a lower rate in the former Punjab....’ Again, ‘the 
burden of land revenue and water rates varies widely. ... It is roughly esti- 
mated that a cultivator in the former Sind pays a total of Rs. 30 per acre under 
cotton as compared with Rs. 11 in the former Punjab... .’ (FYPD, Ch. 9, 
paras. 36-7.) 
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XX 


CENTRAL BANKING 


of the country and was established on ist July 1948. Prior 

to that date, the Reserve Bank of India discharged all 
central banking functions. Under the Pakistan Monetary System 
and Reserve Bank Order, 1947, the Reserve Bank was authorized 
to operate in Pakistan until 30th September 1948, with manage- 
ment of public debt and exchange control being taken over by the 
Government of Pakistan on 1st April 1948. This interim arrange- 
ment was necessary in view of the administrative and technical 
difficulties involved in immediately establishing and operating a 
central bank. However, late in 1947, differences arose concerning 
Pakistan’s cash balances and it was realized that in disputes 
between the two Governments, the Reserve Bank could not be 
expected to preserve an attitude of impartiality, since it was subject 
to the statutory control of the Government of India. Accordingly, 
an amendment Order was issued on the 31st March 1948, enabling 
Pakistan to take over all central banking functions, including public 
debt and exchange control, with effect from 1st July 1948. 

The State Bank started operations under an Order issued in May 
1948.1 The Central Government holds 51 per cent. of its share 
capital of Rs. 30 million and the public has subscribed the 
remainder. A reserve fund of Rs. 30 million has been con- 
tributed by Government. After paying dividends at 4 per cent. 
per annum, any surplus profits are paid to the Central Government 
in return for which the Bank is exempted from direct taxation. 

A Central Board of Directors is responsible for general direction 
and supervision and comprises the Governor and Deputy Govern- 
ors (appointed by Government) and nine Directors of whom six 
are nominated by the Government (one being a Government 


To State Bank of Pakistan is the chief monetary authority 


1 The Order was amended from time to time. It was replaced by an Ordinance 
promulgated in July 1955 and later embodied in the State Bank of Pakistan 
Act, 1956. 
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official) and three elected by the private shareholders, one each by 
the group of shareholders registered at the three centres of Karachi, 
Lahore, and Dacca. An Executive Committee performs all 
functions of the Central Board when the Board is not in session. 
Local Boards at each of the three centres consist of two members 
elected by the shareholders in the area concerned and not more 
than three members nominated by the Central Government. The 
Government has the right to supersede the entire Board of 
Directors if it feels that the Board is failing to carry out its duties, 
after which the management of the Bank may be entrusted to such 
agency as the Government may determine. 

The State Bank is entrusted with responsibilities for protecting 
the value of the currency, ensuring monetary stability, and ‘main- 
taining conditions most favourable’ to the promotion of economic 
activity on healthy lines.1 To this end, it is invested with wide 
powers of monetary and credit control. It has the sole right of note 
issue. A proportional reserve system operates, the note issue being 
backed to the extent of at least 30 per cent. of its value by gold and 
silver bullion and approved foreign exchange held in a separate 
Issue Department. ‘The remaining assets may be kept in the form 
of rupee coin, Pakistan rupee securities, and eligible commercial 
paper. The reserve requirement may be suspended for limited 
periods with the previous sanction of the Central Government. Its 
other liabilities and assets are kept in a separate Banking Depart- 
ment. 

A major function of the State Bank is to regulate the money- 
supply in the best interests of the country. For this purpose, the 
Bank enjoys wide powers to influence the availability, cost, and 
use of credit. Commercial banks which accept certain obligations, 
and have a minimum paid-up capital and reserves of Rs. 500,000 
are included in what is known as the ‘second schedule’ of the State 
Bank.* The scheduled banks are obligated to maintain with the 


1 The preamble to the 1956 Act requires the Bank to participate actively ‘in 
fostering the growth of the monetary and credit system in the best national 
interest and to help the fuller utilization of the country’s productive capacity’ 
in addition to its task of ensuring monetary stability. 


2 Recent legislation provides that provincial and some central co-operative 
banks may also be added to the list of scheduled banks and the general 
proviso that paid-up capital and reserves be not less than Rs. 500,000 may 
be relaxed at the discretion of the State Bank in the case of scheduled co- 
operative banks. 
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State Bank, a balance not less than 5 per cent. of their demand 
liabilities and 2 per cent. of their time liabilities in Pakistan; 
the Central Government is empowered on the recommendation of 
the State Bank, to change the ratio of reserves which the banks 
must maintain against their deposit-liabilities. By this means any 
proportion of the commercial banks’ lending potential may be 
isolated by blocking up their deposits. ‘The fact that non-scheduled 
banks are not required to maintain statutory balances with the 
State Bank does not materially affect its powers of credit control, as 
the former, though outnumbering the scheduled banks, account for 
only a small proportion of the total deposits and advances (see 
Chapter XXI). Secondly, the State Bank can vary the bank-rate, 
i.e. the rate at which it is prepared to discount or re-discount 
certain types of bills and other commercial paper, and the 
rates at which it may advance funds against Government and other 
collateral. Thirdly, the Bank may also vary the supply and the 
cost of credit through open-market operations. It is empowered 
to purchase and to sell Government securities (including securities 
floated by local authorities) as well as purchase and sell certain 
types of commercial paper. However, these instruments of control 
are difficult to employ in the conditions of an under-developed 
money-market. Banking outlets are limited and a part of the 
economy is not monetized. The money-market is an inter-bank 
affair and the security-market is confined to a few institutional 
investors. Open-market operations on a large scale are likely to 
produce sharp fluctuations in security-values and changes in bank- 
rate are difficult to enforce. 

Under the Banking Companies (Control) Act 1948 (as amended), 
the State Bank has been granted several additional powers of 
qualitative credit-control. It is empowered to give directions to 
the scheduled commercial banks as to the purpose for which 
advances may or may not be made, the margins to be maintained 
in respect of secured advances, and the rates of interest to be 
charged on advances. It can require a banking company not to | 
enter into a particular transaction or class of transactions. These | 
powers are wide and enable the State Bank to exercise consider- 
able influence upon the policies and operations of the scheduled | 
banks. 

The State Bank has responsibilities for guarding the interests 
of depositors and ensuring the functioning and growth of 
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commercial banks on sound and proper lines. Under the Banking 
Companies (Inspection) Ordinance (1946), the State Bank can 
inspect any bank.1 If the examination of any bank’s affairs in- 
dicates such a need, the State Bank may under the Banking 
Companies (Control) Act, order changes in the management of 
a banking company and under certain conditions apply to a 
court of law for an order directing winding up of a banking 
company. It may also recommend that the Central Government 
prohibit any bank from accepting fresh deposits. ‘The Bank 
has continuously improved and extended the inspection machinery 
in its Banking Control department and a system of periodical 
examination has been built up. In 1954-5 seventeen banks were 
inspected, bringing the total inspected since 1951 to thirty-six, 
out of eighty-two banks submitting returns in that year.* The in- 
terests of depositors are also protected bya provision of the (Control) 
Act which requires banks to maintain daily within Pakistan such 
percentage of assets against their deposits in the country as the 
State Bank may prescribe from time to time but not exceeding 
85 per cent. At present, this limit is fixed at 80 per cent. They 
must also maintain 20 per cent. of their deposits in the form of 
liquid assets which are defined as cash, gold, and approved 
securities, including unencumbered government securities. These 
provisions enable the State Bank to ensure that funds deposited 
in the banks are not taken out of the country, to any substantial 
extent and that a reasonable degree of liquidity is maintained at all 
times. Finally, new offices of banking companies may not be 
opened nor the location of existing offices changed without its 
permission under the Banking Companies (Restriction of 
Branches) Act (1946) as amended. This is designed mainly to 
prevent any indiscriminate branch-expansion on the part of the 
banks. As an integral part of its responsibilities towards the 
depositor, the State Bank acts as a reservoir of liquidity and 
provides funds to commercial banks as a lender of last resort. 
At the outset, the State Bank was faced with the formidable 
task of organizing normal central banking services within a very 


1 Lack of trained staff in the earlier stages precluded regular inspection of 
all banks, so that inspections were largely limited to ‘cases where inspection 
appeared to be necessary in the interests of the depositors’. J. S. G. Wilson in 
Banking in the British Commonwealth (Oxford), p. 271. 


2 Currency and Finance Report, 1954-5. 
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short period of time and simultaneously undertaking certain 
other duties of an altogether exceptional nature. The dearth of 
trained and experienced personnel rendered its task difficult. It 
had a skeleton staff of only a few experienced officers who had 
opted for service in Pakistan from the personnel of the Reserve 
Bank of India. 

Among the first of its extraordinary duties was the replacement 
of pre-Partition currency and coinage in circulation by fresh and 
distinctive issues. Under clause 4 of part IV of the Pakistan 
(Monetary System and Reserve Bank) Order, the State Bank was 
entitled to a share of the assets of the Issue Department of the 
Reserve Bank of India equal in value to the ‘Government of 
Pakistan’ notes (inscribed as such) in circulation on 30th June 1948, 
plus India notes of Rs. 2 and above encashed in Pakistan from 
Ist July 1948 to 30th June 1949, and returned to the Reserve Bank. 
After 1st April 1948, the Reserve Bank began issuing its notes 
inscribed with the words ‘Government of Pakistan’ which were 
legal tender only in Pakistan. For some time the State Bank con- 
tinued to issue the inscribed Reserve Bank notes but from Ist 
October 1948, it was able to issue its own notes in denominations 
of Rs. 5 and above and simultaneously non-inscribed Reserve 
Bank notes were declared non-legal tender. (The inscribed notes 
remained legal tender until 1st November 1949). In March 1949 
State Bank Rs. 2 notes and Government of Pakistan Rs. 1 notes 
were placed in circulation. 

The entire operation was highly complex and difficulties of a 
very unusual character were encountered and had to be quickly 
resolved to ensure that ‘India’ notes were retired within the short 
period of one year and three months provided by the Monetary 
System Order. The banking system had all but collapsed after 
Partition and the staff working at Government Treasuries was 
inadequate and largely untrained, since most employees had 
departed for India. The extensive area of the country, the largely 
illiterate population and the slow and primitive communications, 
especially in East Pakistan, combined to produce a tremendous 
strain on the limited number of offices providing exchange 
facilities. 

The retirement of ‘India’ notes was only the first step in the 
operation; the next step was to ensure expeditious delivery to the 
Reserve Bank and to obtain transfer of equivalent assets from 
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India. The withdrawn notes were counted, examined, packed, 
and shifted to India. A parallel operation was carried through in 
regard to coinage. 

Pakistan became entitled to assets equal in value to Rs. 515-7 
million in lieu of the inscribed-notes issued by the Reserve 
Bank of India up to 30th June 1948. The ‘India’ notes retired 
thereafter and up to the 30th June 1949 (and adjusting for certain 
transactions) amounted to Rs. 1,251°8 million. Pakistan had 
thus established claim to assets of the value of Rs. 1,767-5 million. 
Against this, assets valued at Rs. 1,276-7 million were in fact 
received by the State Bank up to March 1949 after which date, 
further transfers by the Reserve Bank were held back under 
instructions from the Government of India. 

In the event, India’s liability in respect of the assets to be 
transferred had turned out to be heavier than it had anticipated. 
According to India, Reserve Bank notes had entered Pakistan 
even after 1st July 1948 and it was claimed that Pakistan was not 
entitled to any share of the assets against such notes, their move- 
ment being adjustable in terms of the Payments Agreement 
between the two countries. Pakistan contested this by pointing out 
that the possibility of movement of notes across the borders had 
been anticipated when the arrangements for division of assets 
were framed in 1947 and that, in any case, such movements were 
in both directions. It was argued that India was underestimating 
the note-circulation in Pakistan as on 1st July 1948 and that per- 
capita currency-holding was much larger as compared with 
India since banking habits and institutions were much less dev- 
eloped and the country had to finance two large cash crops. 

A second exceptional task of the State Bank was to assist in the 
restoration of commercial banking services in the country. This 
obligation constituted a significant departure from the orthodox 
theories of central banking as evolved in countries with well- 
developed banking and credit systems. In an underdeveloped’ 
country like Pakistan, however, the central bank has to play an 
active role in the promotion and development of banking and 
credit institutions in order to ensure reasonable success of its 
monetary and credit policies. Since the shortage of trained 
personnel appeared to be one of the most important obstacles in 
the way of expanding commercial banking facilities, the State 
Bank immediately organized training opportunities for young 
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Pakistanis. The first Officers Training Scheme was launched in 
August 1948; 100 university graduates were placed in practical 
training with a few commercial banks. The scheme has since been 
repeated several times. Schemes for training clerical staff were 
simultaneously organized. Opportunities were provided to young 
men for training with leading banks in the U.K. In September 
1951, the State Bank sponsored the establishment of the ‘Institute 
of Bankers in Pakistan’ to facilitate studies in banking, to conduct 
professional examinations, and to safeguard the interest of persons 
engaged in the profession. By 1953, the ‘shortage of trained men, 
except in the higher grades was no longer a bottleneck’.+ 

Simultaneously, the State Bank began preparing and implement- 
ing plans for the setting up of a quasi-public commercial bank 
which would provide banking facilities on a national basis and in 
due course take over the agency functions for conducting Govern- 
ment’s treasury business then performed by the Imperial Bank of 
India. A promoter’s company for a National Bank of Pakistan was 
sponsored with representatives of the State Bank and of private 
enterprise. The Governor of the former conducted detailed 
consultations to ensure subscription of capital and to attend to 
other preliminary matters connected with the formation of the 
new institution. The State Bank loaned some of its experienced 
officers to staff the new institution. The Governor of the State 
Bank was appointed by special legislation to act as Chairman of the 
Board of Directors of the National Bank during a crucial period of 
its life. The National Bank has now become the pre-eminent 
banking institution in the country with a network of seventy 
branches in both wings of the country and three branches overseas 
and with deposits of Rs. 516-5 million in 1956. Its operations have 
made a powerful contribution to the growth of credit facilities in 
the country. There is little doubt that this would not have been 
possible without the assistance provided by the State Bank in 
regard to staff, premises, funds, and general guidance. 

Turning to the normal services of the State Bank, the most 
important has been to meet the seasonal demand for credit. The 
country has two distinct seasons: the busy season extends from 
August/September to April/May. During this period, the major 
cash crops of the country are on the move while the demand for 


1 Mr. Zahid Husain, Governor, State Bank of Pakistan (1948-53): Address 
to Rotary Club, Karachi (January 1953). 
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import-financing, for marketing the food crops and for meeting the 
credit needs of other sectors remains very great. The sharp 
increase in the demand for credit at this period can create serious 
unstabilizing monetary influences by forcing up interest rates in 
the absence of sufficiently flexible monetary resources. For 
this purpose, the State Bank provides funds to scheduled banks 
(and under certain circumstances to others) through purchase and 
re-discount of eligible commercial paper and through secured 
loans. Eligible commercial paper is strictly defined as bills and 
notes arising out of bona-fide commercial or trade transactions or 
for the purpose of holding or trading in government securities 
and payable in Pakistan or approved foreign exchange. The 
maximum maturity for eligible commercial paper was formerly 
limited to ninety days, except for bills and promissory notes issued 
for the purpose of financing agricultural operations or the market- 
ing of agricultural crops, in which case the maturity period may 
extend to 270 days. In 1955 these maxima were extended to 
fifteen months and five years respectively. The Bank can also 
make loans and advances to scheduled banks repayable on demand 
or on the expiry of fixed periods not exceeding ninety days against 
the security of (a) eligible commercial paper defined above, (5) 
stocks, funds, and securities—other than immoveable property— 
in which a trustee can invest under the law, (c) gold, silver, or 
documents of title to the same, (d) promissory notes of any 
scheduled bank supported by documents of title to goods. Finally, 
to meet emergencies, the Bank may at its discretion accept com- 
mercial paper not endorsed by a commercial bank and may make 
loans to banks against any collateral it deems satisfactory. This 
provision was incorporated by special amendment in 1949, in 
view of the under-developed state of banking and the special 
needs of the country during the initial years of development. 
The State Bank has also provided funds occasionally by purchas- 
ing government securities. ‘These facilities have helped to 
moderate the seasonal stringency of funds and narrowed fluctua- 
tions in interest rates, as reflected in the Karachi interbank call- 
money rate, which has generally varied between } per cent. and 2 
per cent. only. Table LV shows the aggregate credit extended: 


1 'The 1955 Ordinance empowered the State Bank also to make advances to 
‘institutions established for the purpose of promoting agricultural and industrial 
development on terms and conditions to be determined by the Central Board’. 
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Table LV 
CREDIT EXTENDED BY THE STATE BANK 


No. of No. of provincial 
Credit scheduled co-operative 
extended banks banks 

assisted assisted 
1948-9 38,000,000 2 nil 
1949-50 85,000,000 8 nil 
1950-1 491,600,000 10 one 
1951-2 340,800,000 8 one 
1952-3 245,700,000 6 one 
1953-4 213,200,000 7 one 
1954-5 617,200,000 Ke) three 


The decline after 1950-1 is primarily due to lower prices for the 
major cash crops and the lessening dependence of the National 
Bank on the central bank’s credit as its own deposit-resources have 
grown. In 1954-5, there was a large increase as State Bank funds 
were channellized through commercial banks for financing the 
purchase of foodgrains by provincial governments for the purpose 
of building up an emergency food-reserve. Since that time, 
increasing demands of the private sector, especially industry, 
have strained the investible resources of the banks and necessitated 
greater recourse by them to the central bank. 

The State Bank has felt that if the practice of bill discounting 
were more-widespread, it would form an excellent basis for 
extending seasonal credit adequately to the commercial banks. 
Since the bill is a self-liquidating document, credit facilities based 
on it would be expanded during the busy season and contracted 
during the slack season directly and automatically. However, the 
amount of bill discounting done by the commercial banks was small 
and bills were generally intended to finance the drawer only for the 
period that the goods moved from producing or importing centres 
to consuming or exporting centres rather than for the full length of 
time it would take for the transaction to be completed, i.e. for the 
goods to be disposed of by the drawee. ‘The State Bank has tried to 
force the pace of development of a bill market through a scheme 
initiated in 1952 under which its funds would be provided to 
commercial banks against demand promissory notes supported 
by usance bills of their constituents and for this purpose the 
banks were to encourage their clients to convert a part of their 
cash credits—the usual form in which credit was provided—into 
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usance bills maturing within ninety days. The rate of interest 
charged on funds provided against such collateral was fixed at 
4 per cent. below the bank-rate. Funds provided under the Bill 
Discounting Scheme have risen steadily and amounted to Rs. 
397 million in 1954 5. 

During the busy season, there also occurs an increase in demand 
for currency which the State Bank provides. In this respect, 
however, its work is of a more passive character since the extent of 
expansion is determined by the requirements indicated by com- 
mercial banks and public treasuries, which in turn reflect the 
needs of business and government respectively. The following 
table indicates the changes in notes circulation over the last few 
years: 


Table LVI 


FLUCTUATIONS IN NoTE CIRCULATION 


(in millions of rupees) 


1949-50 


1950-1 
IQ51-2 
1952-3 
1953-4 
1954-5 
1955-6 


Start of busy 


season} 


1,656°36 
1,655°26 
1,949°32 
1,907°66 
2,034°78 
2,189°71 
2,402°10 


Net expan- 


ston2 


+142°61 
+480°32 
+462:°28 
+227°63 
eae tt 
+445°70 
+515°18 


Net retire- 


ment? 


—138°71 
—267°66 
— $2547 
—135'73 
—182°85 
—133°10 
—144°99 


Net absorp- 


tion* 


aie tg" 90 
+212°66 
+ 63:18 
+ 91°90 
+129°26 
+312:60 
+370°19 


It is apparent that in 1949-50, an expansion of currency was 
followed by a retirement of almost equal proportions. During 
1950-1, however, retirement was much smaller as larger crops 
compared with previous years resulted in a higher volume of 
transactions; the rise in export prices and the general prosperity 
brought to the country by the commodity boom after mid-1950 
would have increased incomes in the rural sector of which a certain 

1 Start of busy season is assumed to be uniformly the first week of September 
every year. 


2 Net expansion is measured by the maximum expansion during the period 
following September. 

8 Net retirement is measured by a comparison of the lowest figure reached 
in the slack season before the next September, and the maximum figure reached 
in the preceding busy season. 

4 Net absorption is measured by the difference of net expansion and net 
contraction. 
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part would tend to be saved in the form of currency notes. With 
the sharp fall in export price from 1952 onwards, this trend was 
reversed, as reflected in 1951-2. ‘Thereafter, the trend towards a 
net absorption of currency re-asserted itself and was apparently 
explained by the increasing tempo of industrial activity and large- 
scale price support programmes operated in the case of jute and 
cotton. In 1953-4, there was an appreciable increase in the yield of 
major cereal crops and in industrial production. The rising 
trend was maintained in 1945-55 and 1955-6 as the economic 
expansion, especially in the industrial sector, required the holding 
of larger cash balances in the form of currency and bank deposits. 
A favourable balance of payments on private account, the devalua- 
tion of the rupee in July 1955 which increased the value of trade 
transactions in rupee terms, and the continuing excess of govern- 
ment disbursements over receipts would explain the sharp in- 
crease in currency circulation (and in money supply as a whole) 
during 1955-6 (cf. Table LVIT).? 

We may turn to the functions performed by the State Bank 
vis-a-vis Central and Provincial Governments.” For its manage- 
ment of the public debt it receives a commission at prescribed 
rates. ‘The State Bank had floated a series of central loans, raising 
the permanent public debt from Rs. 518-3 million when it was 
established to Rs. 1,839 million at the end of 1956, part of which is 
held by the Bank. (Some of the implications of its subscription 
to government loans are discussed in Chapter XVIII.) It has also 
floated loans aggregating Rs. 200 million for the Government of 
Punjab, for the N.W.F.P. (now integrated into West Pakistan), 
and for East Bengal (see Table LVIII). It has simultaneously en- 
deavoured to develop a market for government securities and 
to this end, has encouraged stock exchange activity. As noted 
earlier, it has been prepared to purchase government securities 
during the busy season to relieve monetary stringency. Although 
it has made no commitment to hold the government security 
market at any pre-determined level, it has been willing to lend 
judicious support and there is little doubt that it would not be 


1 Economic Survey for 1955 (Explanatory memorandum to the Budget of 
the Government of Pakistan, 1956-7, Karachi). 


2'These Governments are under an obligation to entrust the Bank with all 
their money, remittance, exchange and banking transactions, and to deposit 
with it all their cash balances free of interest and to entrust it with the manage- 
ment of their public debt and with the issue of new loans. 
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prepared to allow any major fluctuation in security values. Dur- 
ing 1948-9, it floated treasury bills, but sales were discontinued 
during the period October 1949 to July 1953. From August 
1953, however, bills were placed on tap at the fixed rate of Rs. 
99:14 per every Rs. 100. More recently, sales on tap were restricted 
to purchases under deferred payments arrangements and sales 
on tender were resumed. To popularize sales, the Bank an- 
nounced in February 1954 a scheme for re-discounting treasury 
bills: this would encourage banks to buy in the knowledge that 
in a period of seasonal need, they would be able to obtain central 
bank credit by discounting them. 

As Government’s banker, the State Bank provides short-term 
advances (known as ‘Ways and Means’ advances) for periods not 
exceeding ninety days without limitation of amount. Limits have 
been fixed for such advances to provincial governments, but have 
not been adhered to at all times. During the year 1952-3, the 
limits were fully extended, the amounts outstanding under this 
head as on 30th June 1953 being Rs. 183 million. Some provincial 
governments overdrew their accounts, however, to the tune of 
Rs. 105-2 million in August 1953. ‘These overdrawn balances were 
classified under a new head, viz. ‘Provincial Government Debtor 
Balances’, in the balance sheet of the Banking Department of the 
State Bank, and have been mostly liquidated recently. 

The State Bank performs various agency functions for Govern- 
ment, the most important being the administration of exchange 
controls. In this role, the Bank holds and controls the foreign 
exchange reserves of the country. Since exchange controls are 
exercised primarily through commercial banks, the central bank is 
a natural agency for the purpose. Under the Foreign Exchange 
Act, 1947, all foreign exchange receipts are surrendered to the 
State Bank, or to authorized dealers acting on its behalf. Their 
subsequent allocation for various foreign exchange payments is 
made according to policies laid down by Government. In respect 
of commercial imports, the release of exchange is contingent on 
the production of an import licence if the commodity is licensable; 
in the case of items on the Open General Licence, the release is 
automatic. In the matter of payments for invisibles and capital 
transfers a considerable amount of administrative work is in- 
volved in the scrutiny of applications and decisions are made by 
State Bank officials in terms of policy laid down by Government in 
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September 
December 


March 1949 
June 
September 
December 


March 1950 
June 
September 
December 


March 1951 
June 
September 
December 


March 1952 
June 
September 
December 


March 1953 
June 
September 
December 


March 1954 
June 
September 
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June 
September 
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March 1956 
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December 


Notes in Destin 


Circu- 
lation 


—_—— | | S| | | 


Deposits 


Source: State Bank of Pakistan. 


Time 


Deposits 


Borrow- 
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Inter- 
bank 
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Balances 


Note: Notes in circulation relate to liabilities of the State Bank only; | 
hence the figures prior to June 1949 do not indicate total circula- | 
tion, which would have been higher. | 
Figures of Demand and Time Deposits are adjusted for inter-bank _ 
borrowings. 
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consultation with the Bank. Strict vigilance is maintained to 
eliminate leakages of foreign exchange. The leakages broadly 
arise from non-surrender of foreign exchange earnings and the 
remittance of foreign exchange for permitted purposes in excess 
of actual requirements. An ‘export-price-check’ procedure has 
been laid down to ensure against under-invoicing of two major 
exports, jute and cotton, while measures are constantly improved 
for detecting over-pricing of imports and other practices employed 
for illicit transfer of funds abroad. 

The work of the exchange control has increased steadily. 
A major strain followed the devaluation of sterling, the Indian 
rupee, and other currencies. The prolonged exchange deadlock 
with India necessitated additional measures to suppress illegal 
operations. The extension of exchange control to India following 
her recognition of the Pakistan rupee for purposes of current trans- 
actions in February 1951 led to a rapid growth of the department. 
New strains developed with the decline in foreign exchange 
receipts after 1952 which forced a drastic restriction of imports 
and a close scrutiny of remittances for other purposes. 

An important source of foreign exchange leakage in the past was 
the annual Haj pilgrimage. Originally, intending Hajis were 
permitted to take with them Pakistani currency notes since normal 
travel credit instruments such as bank drafts and travellers 
cheques could not be used in the Hedjaz due to absence of adequate 
banking arrangements in that country. To ensure acceptance of 
the currency notes, Government guaranteed their repatriation 
against sterling exchange. The concession was misused by 
smugglers of gold and other goods into Pakistan who exported 
large amounts of the currency and obtained sterling exchange 
against them via Saudi Arabian money-changers. To stop the 
leakage, a ban was imposed on the export and import of Pakistani 
currency, and special Haj notes were issued to pilgrims which 
were not legal tender in Pakistan, so that the total sterling liability 
was controlled. These arrangements have worked well with the 
co-operation of the National Bank of Pakistan which opened a 
branch at D’Jeddah (Saudi Arabia) for the purpose. 

Apart from the day-to-day activities described above, the 
State Bank has striven towards the long term objective of promot- 
ing monetary stability, within the frame-work of Government’s 
economic policies and the limitations of monetary control. To 
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this end, it has kept a careful watch over economic conditions and 
financial trends in the country through its departments of Research 
and Statistics. So far, the Bank has not found it necessary to make 


use of its powers of quantitative credit control through any discount 


rate changes, the bank-rate remaining unchanged at 3 per cent. 
However, in October 1950, the Bank enforced a new schedule of 
rates, viz. 3 per cent. for the first week, 4 per cent. for the next 
two weeks, and 5 per cent. thereafter for loans against Government 
securities. This was meant to discourage commercial banks from 
seeking its assistance in an indiscriminate manner for normal 
seasonal finance. Prior to this, the State Bank had cautioned the 
banks in September 1950 against committing themselves too 
heavily in the financing of the import sector, where a tendency 
towards hoarding of imported goods was apparent. During this 
period, the inflationary consequences of the Korean War were 
being anticipated and the State Bank was therefore inclined to 
follow a rather cautious policy regarding open-market operations. 
It carefully scrutinized the position of banks offering to sell large 
blocks of Government securities; this was done to safeguard 
against large-scale conversion of Government bonds into cash. 
Later however, the Bank took special measures to ensure that its 
restrictive policy at a time of threatened inflation did not come 
in the way of the movement of export crops, particularly after the 
inflationary threat began to subside with the inauguration of a 
liberal import licensing policy. 

Meanwhile, the issue of an extensive O.G.L. after mid-1950 
led to over-trading on the part of importers and in order to 
protect the foreign exchange reserves, the State Bank in consulta- 
tion with Government laid down that all imports be made against 
letter of credit and that a deposit of 75 per cent. of the value of 
goods be made when opening the letter of credit. These measures 
were withdrawn later as export receipts picked up. In June 1952 
similar restrictions were imposed. Imported goods on the 
O.G.L. required a deposit of 75 per cent. and licensable imports of 
50 per cent. for opening letters of credit. ‘To make these measures 
more effective, it was also laid down that advances against stocks 
of imported goods should not exceed 50 per cent. of their value 
and all clean advances were prohibited. Restrictions on import- 
financing appeared at that stage, to be preferable as being less 
arbitrary. However, as the depletion of foreign exchange reserves 
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continued at an alarming rate, quantitative restrictions had to be 
imposed after which the credit restrictions were withdrawn early in 
1953. Finally, a directive was issued on 3rd June 1955, restricting 
the powers of banks to lend for the purpose of enabling borrowers 
to apply for allotment of shares without adequate security. 

To sum up, the State Bank has pursued policies designed on 
the one hand to ensure that the business of the country did not 
suffer from lack of credit facilities! and on the other hand, to 
help in maintaining more stable values—both internal and external 
—for the country’s monetary unit, to the extent that it lay within 
its power to do so. Funds made available by the State Bank have 
made an effective contribution to the adequate financing of cotton, 
jute, and other commodities and have enabled both the private 
and public sectors of the economy to operate without any undue 
difficulties of a purely monetary nature. At the same time, the 
State Bank has been conscious that credit facilities are as yet in- 
adequate for agriculture, industry, and for wholesale and retail 
distribution. It has therefore actively promoted proposals for the 
setting up of an Agricultural Bank (see Chapter VII) and an 
Industrial Bank (see Chapter XXII). 
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sidered to be reasonably well supplied with commercial 

banking facilities in undivided India. Of the 3,496 offices 
of Indian scheduled banks on 31st March 1947, the areas included 
in Pakistan had 631, of which 487 offices or just over 77 per cent. 
were situated in West Pakistan. The smaller number of offices in 
East Pakistan was partly because some of the areas could easily 
be served from Calcutta, while the region east of the Brahmaputra 
lacked good communications and scheduled banks did not find it 
profitable to establish offices there. This gave scope for expansion 
of small (mostly non-scheduled) banks and of the 704 offices of 


1 Speech by Mr. Abdul Qadir, Governor of the State Bank of Pakistan, at 
the Seventh Annual General Meeting (1955). 


To territories now forming Pakistan were generally con- 
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such banks in the Pakistan areas (out of 3,498 in the whole of 
India) over 500 were situated in East Pakistan. Thirteen scheduled 
banks out of sixty-eight and 148 non-scheduled banks out of 603 
in the subcontinent had their head offices in Pakistan territories. 

The Partition plan was announced on 3rd June 1947 and carried 
out by 14th August 1947; in the intervening period, many of the 
banks transferred their headquarters, assets, and funds to areas 
likely to fall in the Indian Union. A sharp curtailment of credit 
resulted. The Hindus who had a virtual monopoly of banking 
business migrated en masse during the Partition disturbances so 
that most bank offices closed down. Prior to June 1947, there 
was only one scheduled Muslim-managed bank functioning in the 
Pakistan territories. Just before Partition, another transferred 
its head office to Karachi while all other Indian scheduled banks 
shifted their headquarters to the Indian Union. A few banking 
offices continued to function after Partition and of these most 
were branches of British and other foreign banks of non-Indian 
origin specializing in foreign exchange. Such banks are lumped 
under the description ‘Foreign Exchange Banks’. In West Pakis- 
tan, the numbers of offices of scheduled banks declined from 487 to 
sixty-nine immediately after Partition. In East Pakistan, the shock 
of Partition was not quite immediate and for some time the number 
of bank offices remained unchanged, but actual credit activity 
was greatly reduced as the bulk of non-Muslim deposits had been 
withdrawn. Many of the non-scheduled banks were also reported to 
be open only for repayment of deposits and collection of old loans; 
some restricted their business to the transaction of agency business. 

Banking facilities were curtailed even for Government business. 
The Imperial Bank of India which was responsible for Govern- 
ment treasury work as agent of the Reserve Bank of India had only 
nineteen outlets functioning in the Pakistan areas after Partition 
against twenty-eight offices and fifty-three sub-offices in pre- 
Partition days. Some of these offices were unable to perform 
government business, due to shortage of staff. 

The Government immediately undertook to alleviate the situ- 
ation. With a view to restoring confidence, guarantees were 
issued to the banks that premises previously occupied by them 
would not be requisitioned without ascertaining whether they 
proposed to re-open in due course. Special police guards were 
provided. A moratorium of three months was offered to any bank 
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facing difficulty due to panicky withdrawal of deposits. Simul- 
taneously, the Government acted to protect the interests of Pakis- 
stani depositors who had kept accounts in Indian banks. No 
restrictions existed on the transfer of bank accounts from one 
country to another at this time but various difficulties were in 
practice arising due to the closing down of many offices in West 
Pakistan. Banks were, therefore, required to designate one office 
in each country to which depositors could apply. In case a bank 
found itself unable to maintain any office in West Pakistan, it had 
to make arrangements for the encashment of Pakistani deposits 
through some other bank which continued to function in the area. 
Government also assumed power to realize the assets of any bank 
to the extent of its outstanding liabilities in Pakistan if it failed 
to meet the genuine claims of depositors. Certain banks were 
permitted to remove their account books and to remit surplus 
funds provided they deposited a sum equal to their outstanding 
liabilities in West Pakistan. At the same time they were given 
facilities to register claims with the Custodian of Evacuee Property, 
concerning their own property or the property of their depositors 
and were permitted to sell stocks of goods pledged by evacuee 
clients and to deposit with the Custodian only that part of the 
sale proceeds remaining after deducting any claim of the banks 
on the evacuees. A procedure was laid down for tracing depositors 
whose accounts had been inactive for long periods after January 
1948. 

Many of these provisions were incorporated for the first time 
in the Indo-Pakistan Banking Agreement signed in early 1949, 
which also made detailed provision for banks under liquidation 
or working under ‘schemes of Arrangements’. An Inter-dominion 
Implementation Committee was set up under the Agreement. 
On the whole, the Agreement did not work successfully and 
became almost inoperative after the exchange deadlock with 
India. An indirect illustration of this is found in statistics of 
complaints received by the State Bank of non-payment to Pakistani 
depositors. In November 1948, the Bank set up sections at 
Karachi and Dacca to receive complaints from depositors who 
were finding it difficult to get back their deposits from Indian 
banks. By June 1952, a total of 3,437 complaints had been 
registered involving claims for Rs. 28 million. These were taken 
up with the banks concerned but only fifty-seven complaints 
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involving Rs. 319,000 were satisfied. Inter-dominion talks were 
resumed in April 1955, and agreements reached on several points 
were being implemented at the time of writing. 

Meanwhile national banking enterprise, powerfully encouraged 
by Government and the State Bank began to fill the gaps created 
by Partition. The country’s banks were encouraged to open new 
branch offices. Under the Banking Companies (Restriction of 
Branches) Act (Amendment Ordinance), 1948 (as amended), the 
opening of a new branch office by a bank requires the sanction of 
the State Bank. In June 1950, the State Bank decided to reserve 
banking outside the large cities for Pakistan banks. Foreign banks 
were restricted to the port towns or the large cities from which sub- 
stantial trade was carried on with other countries. The resultant 
increase in the number of Pakistani bank offices helped to offset 
the withdrawal of numerous Indian banks from the schedule of the 
State Bank. By mid-1954, the position had stabilized with thirty- 
twoscheduled banks and 246 offices of scheduled banks as compared 
with thirty-eight scheduled banks and 195 offices on the Ist 
July 1948. Between 1st July 1948 and 30th June 1954, 129 offices 
of foreign banks had been closed down and 180 new offices 
opened, almost entirely by Pakistan banks. By mid-1956, the 
number of offices of scheduled banks (including one provincial 
co-operative bank declared a scheduled bank during 1955-6) 
stood at 261. 

Changes in deposit-patterns and loan portfolios of commercial 
banks also reflect the impact of disturbed conditions immediately 
after Partition and the gradual recovery that has been achieved in 
the last few years (Table LVII, Chapter XX). The earliest avail- 
able figures of the consolidated position of scheduled banks which 
show accounts separately for Pakistan relate to 22 August 1947 
—one week after Partition. Total deposit liabilities amounted to 
Rs. 1,039°5 million of which Rs. 650 million were demand liabilities 
and Rs. 390 million were time liabilities.1 Within less than a year 
total deposits had fallen by Rs. 76-4 million to Rs. 963-1 million, 
wholly caused by a decline of Rs. 243-9 million in time liabilities, 
partly offset by an increase of Rs. 167-5 million in demand liabili- 
ties. There was little improvement until 1951, when the boom 


1 Figures for 1947 include inter-bank borrowings, whereas later figures 
exclude them. The discrepancy is not significant, however, and the data are 
roughly comparable. 
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in export markets and the resulting heavy surplus in the balance 
of payments caused a rise in total deposits to Rs. 1,527:1 million, 
in November 1951. This was followed by a decline during 1952 
when a heavy import surplus on private account developed and 
commodity markets weakened. By the close of 1952 total bank 
deposits had declined to Rs. 1400-2 million. However, the 
subsequent years have witnessed an almost continuous rise and at 
the end of 1956 total deposits had reached Rs. 2,060-9 million. 

Some interesting changes have occurred in the case of time 
deposits. To start with, the percentage to total deposits fell 
from 37°5 per cent. in August 1947 to 15:2 per cent. in July 1948, 
reflecting the unsettled conditions immediately after Partition. 
It took some time for Muslim migrant traders to establish business 
connexions and it was natural that during this period funds were 
retained by them in easily encashable form. Later, as their 
participation in the inland and foreign trade of the country 
developed, there was little attraction in immobilizing personal 
capital in time deposits. Consequently, the percentage of time 
deposits to total bank deposits moved within a narrow range of 
15-20 per cent. until the end of 1952. Thereafter, time deposits 
registered a remarkable increase and at the end of 1955 were back 
to the percentage level at the time of Partition. ‘The main reason 
for this was that funds rendered idle by severe import restrictions 
were held mostly in the form of fixed deposits on which interest 
rates were raised by commercial banks after 1952. In 1953-4, 
some shift from demand to time deposits is explained by the 
rise in deposits made by industrialists against letters of credit 
for import of machinery under deferred payments arrangements, 
which were shown by banks as part of their time liabilities. The 
growth of time deposits slackened markedly in 1955 for with the 
general economic recovery and the increase in investment oppor- 
tunities, ‘the tendency to keep balances in the form of time 
deposits appears to have decreased while requirements of cash and 
liquid resources have materially gone up’. 

Changes on the assets side also reflect trends in banking since 
Partition. A large volume of advances and bills discounted was 
a notable feature of the pre-Partition pattern of assets, being 
normally 45 per cent. of total deposits. In July 1948, less than a 


1 Economic Survey for 1955 (Explanatory Memorandum on the Budget for 
1956-7). 
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year later, the figure went down to 25-9 per cent. while cash 
reserves rose to the comparatively high figure of 29-4 per cent. 
Thereafter, except for seasonal variation, there was a continuous 
growth of the loan portfolio until January 1952. During 1952, 
the rupee-value of advances and bills discounted tended to decline 
reflecting the lower values of the country’s trade as commodity 
prices fell, although credit facilities in absolute levels increased. 
The declining trend continued unabated until the commence- 
ment of the 1953-4 busy season after which there occurred a 
significant expansion in the total volume of bank credit. The 
maximum level in that season was Rs. 858-7 million and during 
the following busy season it reached a peak of Rs. 1,236-7 million. 
In the 1955-6 busy season, a peak lending of Rs. 1,243-4 million was 
reached. In addition to larger credit extended to the private 
sector, this rise was also partly caused by the advances made 
in recent years by the Pakistani banks, to Provincial Govern- 
ments and their agencies in connexion with food-procurement 
and other state-trading programmes.! The increased commitment 
of banking funds to the public sector was also indicated by the 
figures of government securities acquired by banks. From Rs. 601 
million in January 1953 (the earliest date for which separate 
statistics are available), their holdings rose to Rs. 800-4 million 
at the end of June 1956 as against total investments of Rs. 820-3 
million. ‘Together with bank advances and bills discounted, this 
provided an earning assets deposits ratio of 99-9 per cent. as 
against 77:3 per cent. at the end of the preceding June; such 
ratios compared favourably with the high cash ratios of earlier 
years and were made possible by large-scale seasonal borrowing 
from the State Bank. 

It may be noted that certain components of Investments 
are subject to seasonal influences and serve as an offsetting 
item to the increase of ‘advances’ and ‘bills discounted’ during 
the busy season which normally extends from August/September 
of one year to April/May of the next and during which period, 
the major cash crops are moved. If the compensating vatiation 
in cash does not suffice to accommodate the growth of the 


1 This was however not true in 1955-6 when there was no new government 
short-term financing and in fact some of the credit outstanding from the 
previous years was retired. The entire increase during this year was therefore 
directed to the private sector, especially industry and to traders following the 
increase in rupee prices after devaluation. 
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loan-portfolio in this period, the ‘Investment’ item takes the impact 
suggesting large-scale sales, mainly to the State Bank to meet 
the genuine seasonal need for funds. In recent years there has also 
been increasing resort to central bank credit for the purpose, as 
indicated in Chapter XX. 

The proportion constituted by money ‘at call’ and ‘short 
notice’ in the assets-pattern has never been sizeable. Its explana- 
tion calls for some reference to money and capital markets. In 
the underdeveloped monetary conditions of Pakistan, anything 
approaching the integrated money-markets of advanced countries 
is difficult to imagine. Money-markets are splintered, with 
transactions confined to a few large cities, and the movement of 
funds—despite efficient remittance facilities provided by the State 
Bank—tends to be sluggish. Except for the short-term money- 
market in Karachi where something approaching continuous 
activity exists, it is difficult even to quote interest rates. The 
Karachi market itself is largely, if not wholly, an ‘inter-bank affair’ 
in which certain banks, inclined to follow more conservative 
policies, act as lenders while certain other banks are generally 
borrowers. Activity is at its height during the busy season and the 
volume of outstanding inter-bank credit at such times may be quite 
high. Beyond a point, however, the absorption of funds may leave 
little or no surplus funds with any individual bank and then the 
interest rate quotation (which has reached as high as 34 per 
cent. in February 1956) may become quite nominal. On the 
other hand, at the bottom of the slack season, funds may go 
begging at as low as 1 per cent. per annum. There are no dis- 
count houses, bill discounting business constituting a minor 
proportion of the bank’s total loan portfolio. 

The purposes for which bank credit is generally given may now 
be indicated. A classification of scheduled banks’ advances by pur- 
pose is reproduced for 30th June 1955 (Table LIX).1 Of the total 
bank advances of Rs. 722-9 million on that date, advances made 


1 The analysis is however limited by the following considerations: 

(a) Credits against bills discounted are excluded: these constitute an average 
15-20 per cent. of the credit extended. 

(6) The classification does not cover credit provided by non-scheduled banks, 
co-operatives, indigenous banks, government and semi-government agencies. 

(c) It records the position as obtained on a particular day at the end of a 
quarterly period. The distribution of credit would differ at the end of different 
quarters of the year, the proportion of credit advanced for ‘Commerce’, for 
example, increasing in the busy season quarters. 
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to ‘Commerce’ amounted to 52-6 per cent., followed by ‘manu- 
facturing’ which accounted for 24:3 per cent. The latter sector 
shows a trend towards increasing absorption of funds over the 


entire period for which the classification is available: its share has © 


increased both absolutely and in percentage from 15:4 per cent. 
at the end of March 1953 (the first period for which information 
is available) to 34 per cent. in mid-1956. The services group 
obtained another 10-4 per cent. of total advances in June 1955. 
Of marginal importance were advances to ‘Agriculture, Forestry, 
Hunting, and Fishing’, 1-7 per cent. of the total; the low per- 
centage would be attributable to the fact that commercial banks 
do not participate directly in the financing of the country’s 
agricultural production, the field being left almost entirely to 
co-operatives, government agencies, and unorganized individual 
credit outlets. ‘The commercial banks, however, did finance the 
movement of agricultural crops from producing centres to the 
ports and to consuming points within the country itself and these 
advances fall under the heading of ‘Commerce’. The remainder 
or 10:4 per cent. of total advances were distributed amongst 
“Transport and Communications’, ‘Construction’, and other 
miscellaneous sectors. Commercial banks did not generally 
lend for house-building, instalment purchases, or personal 
consumption. 

Regionally, West Pakistan accounted for 79 per cent. of bank 
advances at the end of June 1955. Pakistani banks were normally 
more active in West Pakistan, their share amounting to 62-7 
per cent. against 43-9 per cent. in East Pakistan, while taking the 
country as a whole they accounted for 58-8 per cent. The shares 
of the foreign exchange banks and Indian banks stood at 26-6 per 
cent. and 14-6 per cent. respectively. The shares of Pakistani banks 
had increased from 52-2 per cent. of the total only fifteen months 
earlier. 

The classification of bank advances according to the type of 
security pledged (‘Table LX), indicates that just over half of the 
advances were made against the pledge or hypothecation of 
‘merchandise’ since the bulk of advances were directed to- 
wards “Commerce’. Export commodities accounted for nearly 
two-thirds of total value in the merchandise group. ‘Machinery 
and Fixed Assets’ came next with 9-8 per cent. of the total, 
followed by ‘Stock Exchange Securities’ (5-6 per cent.), ‘Insurance 
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Policies and Bank Deposits’ (3:4 per cent.), ‘Real Estate’ 
(2°6 per cent.), and ‘Precious Metals’ (1-7 per cent.). The 
broad heading ‘Other Miscellaneous Securities’ accounted for 
the remaining 26-1 per cent. It is significant to note that ‘clean 
advances’, i.e. loans against personal security, were so rare that 
they were classified under the residual group. 

Interest rates on various types of advances (‘Table LX1I) varied 
from + per cent., the minimum rates of some Indian and other 
foreign banks on call loans against securities to g per cent. by 
Indian banks against security of bullion and also against broker’s 
loans. Pakistani banks, on 31 March 1956, had rates varying from 
3 per cent. to 7 per cent. on stock exchange securities, 4 per cent. 
to 74 per cent. on bullion, 4 per cent. to 7:5 per cent. on title 
deeds of immoveable property, 3 per cent. to 7 per cent. on 
jute, cotton, and other exportable commodities, and 1 per cent. 
on call loans. Rates charged by Indian and other foreign banks 
were roughly parallel to the rates of Pakistani banks.1 Statistics 
of deposit rates paid by scheduled banks showed a spread from 
+ per cent. on call-money to 3°5 per cent. on three-year deposits 
with slightly higher rates only on special terms. Rates on current 
accounts varied from } per cent. to 1 per cent. and on savings 
bank deposits from 1 per cent. to 2-5 per cent. Rates on three 
months and up to a year deposits lay in the range of } per cent. to 
3 per cent. per annum.? 

The organized commercial banking system consists of (a) 
the Pakistani joint stock banks, (b) the Indian joint-stock banks, 
and (c) the foreign exchange banks. The Indian banks are 
treated separately as they occupy an intermediate position; 
while their methods and problems are to some extent similar to 
those of the Pakistani banks, they share the attributes of the 
exchange banks in being of foreign nationality. A consolidated 
balance sheet of the scheduled banks (as on 30th June 1955), 
under the headings of the three categories of banks is found in 
Table LXII. 

Of the thirty-two scheduled banks only five have their head 


1 State Bank of Pakistan: Bulletin, January 1957. 

2 State Bank of Pakistan: Bulletin, January 1956. Statistics on deposits rates 
and advances rates refer only to scheduled banks and were made available for 
the first time in the middle of 1955. Interest rates applying to co-operative 
banks, non-scheduled banks, and other private credit agencies are not readily 
available but would be presumed to be generally at a higher level. 
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SCHEDULED BANKS 
Consolidated Balance Sheet 


(in thousands 
Pakistani Banks Indian Banks 
Q g ® 
28 (1) as ate (4) as | 
Amount Total % of | Amount | Total % of 
Liahi- (13) Liabi- (13) 
lities/ 3 lities/ 3 | 
Assets Assets 
I 2 3 4 5 6 
LIABILITIES 
Capital 39,996 2°63 100°00 — — a 
Reserves 17,208 1°13 81-40 1,980 0°66 9°36 
Demand Deposits 
(a) From Banks 52,780 3°46 72°33 12,892 4°32 17°67 
(6) From Others 654,633 42°99 53°62 | 176,820 59°22 14°48 
Total 707,413 46°45 54°68 | 189,712 63°54 14°66 
Time Deposits | 
(a) From Banks 21,976 1°44 62°17 41 o'o1 o-12 | 
(b) From Others 283,194 18-60 53°88 55,224 18-50 10°50 
Total 305,170 20°04 54°40 55,265 18°51 9°85 
Total Demand & Time Deposits | 1,012,583 66°49 54°59 | 244,977 82:05 13°10 
Borrowings from the State Bank 8,485 0°56 100°00 — — = 
Borrowings from Banks Abroad 67 0°00 0°69 38 0'OI 0°39 
Borrowings from Other Banks 12,800 0°84 42°99 72 0°02 0'24 
Total Borrowings 21,352 1°40 44°46 110 0'03 0°23 
Head Office and Inter Bank 
Branch Adjustments 22,263 1°46 49°33 22,075 7°40 48-92 | 
Contingent Liabilities as per 
Contra 355,786 23°36 65:60 17,389 5°83 3‘ar 
Other Liabilities 53,683 3°53 59°25 12,027 4:03 13°28 
TOTAL 1,522,871 100°00 57°64 | 298,558 100-00 11°30 
ASSETS 
Cash 
(a) Gold 3,729 0°25 100‘00 _— — = 
(b) Notes, Silver and Coins 32,638 2°14 60°69 10,858 3°64 20°19 
(c) Balances with State Bank 76,502 5°02 38°44 31,091 10°43 15°63 
(d) Balances with Other Banks 44,896 2°95 73°00 11,288 3°78 18-36 
otal 157,765 10°36 49°61 53,237 17°83 16°74 
Balances Held Abroad 18,188 I'Ig 50°78 1,264 0°42 3°49 | 
Bills Purchased & Discounted 113,778 7°47 79°65 4,837 1°62 3°39 
Advances: 
(a) To Banks 493 0°03 0°92 316 orl! 0°59 
(6) To others 425,220 27°93 58°82 | 105,736 35°41 14°63 | 
Total ; 425,713 27°96 54°84 | 106,052 35°52 13°66 
Total Bank Credit 539,491 35°43 58°69 | 110,890 37°14 12°06 
Investments in Shares and 
Securities: 
(a) Central Government 315,524 20°72 56:56 37,808 12°66 6°78 
(b) Treasury Bills 45,319 2°98 80-01 — == — 
(c) Provincial Governments 41,078 2°70 45°02 48,616 16:28 53°28 
(d) Foreign 1,361 0:09 26°70 3,736 1°25 73°30 | 
(e) Others 11,776 O77 64°52 4,282 1°44 28°46 
Total 415,058 27°26 56°93 | 94,442 31°63 12°95 | 
Total Earning Assets 954;549 62°69 57°91 | 205,332 68-77 12°46 
Bank Premises 4,168 0°27 20°24 5,481 1°84 26°62 
Head Office and Inter Bank 
Branch Adjustments — a -—— 1,696 0°57 9°75 
Contingent Assets as per Contra 355,786 23°36 65°60 17,389 5°83 3°21 
Other Assets 32,415 2-13 54°70 14,159 4°74 23°89 
TOTAL 1,522,871 100°00 57°64 | 298,558 100°0 11-30 
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Source: State Bank of Pakistan. 


LXII 


| a | | | | | | ENE 


ee 


—__———— ei §— Se eS eee eee eee eee ae eee eS 


IN PAKISTAN 
as on 30th June 1955 
of rupees) 
Other Foreign Banks 
24 
Total (7) as 
Amount Wienke % of 
lities/ (13) 
Assets 
a 8 9 
1,953 0°24 9°24 
7,299 089 10°00 
389,408 47°45 31°90 
396,707 48°34 30°66 
13,330 1°63 37°71 
187,213 22°81 35°62 
200,543 24°44 35°75 
597,249 72°78 32°20 
9,668 1°18 98-92 
16,900 2:06 56°77 
26,568 3°24 55°31 
792 0°09 1°75 
169,187 20°62 31°19 
24,890 3°03 27°47 
820,640 100°00 31°06 
10,280 1°25 Ig'I2 
91,402 I°l4 45°53 
5,316 0°65 8-64 
106,998 3°04 33°65 
16,795 2°05 46-33 
24,226 2°95 16-96 
52,580 6-41 98-48 
191,963 23°39 26°55 
244,543 29°80 31°50 
268,769 32°75 29°24 
204,492 24°92 36°66 
11,325 1°38 19°99 
1,550 0-19 1°70 
2,194 0°27 12°02 
219,561 26-76 30°12 
488,330 59°51 29°63 
10,940 1°33 53°14 
15,706 I-gI 90°25 
169,187 20°62 31°19 
12,684 1°54 21°41 
820,640 100°00 31°06 


All Foreign Banks 


A | | | | ES |G EE 


255,808 
842,226 
9,706 
16,972 
26,678 


1,119,198 


21,138 
122,493 
16,604 
160,235 
18,059 
29,063 


52,896 
297,700 
350,596 
379,659 


242,300 
11,325 
50,166 

3,736 
6,476 

314,003 

693,662 
16,421 


17,402 
186,576 


26,843 


1,119,198 


lities/ 


42°36 


All Banks 


35,347 
525,631 
560,978 

1,854,809 
8,485 
9;773 

20,772 

48,030 


45,130 


2,642,069 


3,729 
53,776 
198,995 
61,500 
318,000 
36,247 
142,841 


53,389 
722,920 
776,309 
919,150 


557,824 
56,644 
91,244 

5,097 
18,252 
729,061 
1,648,211 
20,589 
17,402 

542,362 
59,258 


2,642,069 
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offices in Pakistan. However, 163 bank offices of the total number 
of 251 branches and almost 55 per cent. of deposits in Pakistan 
belong to them while a major part of total banking business in the 
country passes through their hands. The average advance per 
bank on 30th June 1955, worked out at Rs. 85 million, compared 
with Rs. 19-2 million in the case of the exchange banks and 
Rs. 6-3 million for the Indian banks. 

Special mention may be made here of two Pakistani banks: 
the National Bank of Pakistan and the Habib Bank Ltd. The 
latter was the only scheduled bank in undivided India which 
transferred its head offices to Pakistan territories. At the time of 
Partition, the bank had a paid-up capital of Rs. 5 million which 
has since been raised to Rs. 15 million; its reserve funds have 
increased from Rs. 2-5 million to Rs. 15 million over the same 
period. Starting from two branches in the areas now in Pakistan, 
it had, by the end of 1955, a network of sixty-seven offices 
throughout the country, and one in India. The bank has also 
undertaken a programme of expanding overseas through a 
subsidiary and has established branches at Colombo, Mom- 
basa and Rangoon. The deposit liabilities of the Habib Bank 
were roughly one-fourth of total deposits in the country. The 
bank appears to have followed a fairly cautious lending policy. 
However, apart from direct loans, its funds are made available 
in the form of call-loans to finance seasonal business by other 
banks. 

The National Bank of Pakistan was established as a public- 
cum-private institution under an Ordinance in November 1949, 
to meet the emergency created by the trade deadlock with India. 
Initially, its operations were confined to the financing of the trade 
in jute, cotton, and other agricultural commodities. It was 
permitted in March 1950 to undertake normal commercial 
banking functions. Since then, it has opened new branches 
rapidly and at the end of 1956 it had seventy-three branches in 
Pakistan and abroad. The paid-up capital of the Bank is Rs. 15 
million, while the Reserve Fund stood at Rs. 5 million at the end 
of 1954. The bank has undertaken special financing operations 
connected with Government’s price-support schemes and has 
also financed their food procurement and stock-piling pro- 
grammes with the help of Government guarantees. It has adopted 
an aggressive loan policy, its peak advances being Rs. 350 million 
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in 1956, against deposits of Rs. 516-5 million. The high ratio 
of advances to deposits is attributed to the liberal advances made 
by the State Bank, under its special powers.1 Since September 
1952 the bank has taken over the agency work done by the 
Imperial Bank of India Ltd. 

The Indian banks had a large network of branches in the 
Pakistan areas before Partition but accounted for fifty-five offices 
in mid-1955 of which thirty-two were in East Pakistan. Although 
there were seventeen Indian banks out of the thirty-two scheduled 
banks operating in the country, most of them have sharply 
curtailed their activities and only a few could be said to be really 
active. Their activities are relatively more important in East 
Pakistan (23-7 per cent. of total advances) than in West Pakistan 
(12-3 per cent.). This was attributable to the presence of a large 
number of Hindu businessmen dealing with Indian banks, the 
concentration of Indian banks in that region, and lastly their 
extensive business connexions.? 

The Imperial Bank of India (now the State Bank of India) 

_ was by far the most important Indian bank functioning in the 

_ country in 1947. It was formed in 1920 by the amalgamation of 
the three Presidency banks of Bombay, Bengal, and Madras. It 
worked as the sole government agent for note-issue and treasury 
work until 1935 when the Reserve Bank of India formally took 
over. Thereafter, it handled government banking business as 
agent to the Reserve Bank where the latter had no office. The 
bank continued to discharge agency functions in Pakistan initially 
for the Reserve Bank, and after July 1948 for the State Bank, under 
one-year agreements which were periodically renewed up to 
September 1952, by which time the National Bank of Pakistan 
was able to completely take over this function. 

The Indian banks as a group were specially interested in financ- 
ing the inter-dominion trade, and particularly the land-borne trade 

| of East Pakistan. Before the devaluation of the Indian rupee, jute 
| financing was mainly done by Indian banks and they still parti- 
| cipate in this business and in financing industries, public utility 
| undertakings, ‘service’ trades, and ‘transport’ sectors toasubstantial 


1 Under section 13A of the State Bank of Pakistan Order, the Bank exercises 
power of direct discount and can make loans and advances against any security 
it deems sufficient. 


2 Cf. State Bank of Pakistan Bulletin, February 1956. 


i 
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extent. At least one Indian bank also continues to finance the 
tea gardens in Sylhet. However, the importance of the Indian 
banks is diminishing and they have lost business not only due to 
the decline in importance of trade between the two dominions 
but also due to increasingly competitive facilities made available 
by the National Bank of Pakistan. 

The Foreign Exchange Banks may be defined as banks with 
headquarters outside the Indo-Pakistan sub-continent. They were 
the pioneers of modern commercial banking in the sub-continent 
and were able to build up a very profitable business during the 
long period in which they faced no serious competition in their 
primary field of activity, viz. the financing of foreign trade 
of the country.1 In Pakistan, the Exchange banks are largely 
confined to the port towns where they finance export-import 
trade though other types of business are sometimes under- 
taken. There were ten Exchange banks functioning in the country 
in mid-1955 with thirty-four branches in eight trade centres. 
Twelve branches were situated in Karachi and seven in Chitta- 
gong; the remainder were located at Lahore, Peshawar, Rawal- 
pindi, Quetta, Dacca, and Narayanganj. Of these banks, no less 
than six were incorporated in the United Kingdom. 

The foreign exchange banks accounted for 26-6 per cent. of 
total advances in the country as at the end of June 1955, and 
provided as much as 32-6 per cent. of the total advance in the 
‘commerce’ sector. Except for restrictions on opening branches 
in interior places mentioned earlier, they are permitted to dis- 
charge normal banking functions including the acceptance of 
deposits of which they accounted for roughly one-third. 

The role of the exchange banks has been the subject of some 
discussion in the country. It has been contended that their 
operations tend to retard the development of indigenous banking. 
However, banking facilities are far from being adequate as yet in 
the country and with internal trade already reserved for Pakistani 
banks, the ability of foreign banks to offer competition is limited. 
In their favour it can be said that they have provided valuable 
traditions and a set of principles and practices which are at the 
basis of banking business in the country. Their presence has 


1 The Presidency banks as well as the Imperial Bank of India were not allowed 
to deal in foreign exchange while the Indian Joint Stock Banks did not possess, 
until recently, sufficient resources, organization, and initiative to enter the field. 
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also facilitated inter-connexions with mature money-markets such 
as London. 

As noted earlier, financing for agriculture is avoided and 
commercial banks generally enter the picture at the stage where 
agricultural produce is processed for transportation to export- 
points and to foreign countries. The banks generally provide 
comparatively little finance to processors directly against stocks 
of raw materials and are known to insist upon high margins of 
45 per cent. to 50 per cent. if they do so. After the raw materials 
are processed, a lower margin is accepted. Advances are made 
generally against the pledge of commodities, hypothecation being 
permitted only in the case of some established clients. The 
financing of the movement of cash crops and their storage in the 
port-towns is adequately performed by the commercial banks, 
the Pakistani banks taking the largest share of the business. The 
finance is provided through the discount of bills drawn by the 
consigners on their principals or on their commission agents in 
the export centres supported by carriers’ receipts. The bills are 
discounted on a nominal commission of 4 per cent. while the 
rate of interest generally varies between 3:5 per cent. and 5°5 
per cent. depending upon the credit-worthiness of the party. 

Export of goods is financed mainly by the Exchange banks who 
negotiate the shipping documents and generally pay out the full 
value of the goods to the exporters. In most cases, the documents 
are delivered to the overseas importers against acceptance. Bills 
are generally drawn up to a maximum of ninety days after sight. 
Since the largest proportion of the trade of the country is con- 
ducted in sterling, the bills are often discounted by the Exchange 
banks in the London money-market. Imports are financed in 
much the same way: bills are negotiated in most cases against 
letters of credit opened by Pakistani importers and payment is 
made by importers as soon as the documents are presented. Ina 
few cases, the documents are handed over merely on acceptance, 
payment being deferred against the security of ‘trust receipts’. 

While it can be said with some confidence that credit facilities 
are fairly adequate at the port towns, the same cannot be said of 
places in the interior. The main problem in the interior is the 
need for credit by wholesale and retail distributors and for financ- 
ing the needs of small-scale industries. In pre-Partition days, 
Hindu shroffs or Multanis were prepared to provide finance 
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to them by discounting indigenous bills (known as hundies) 
running ordinarily from a week to six months, which were some- 
times re-discounted by the large commercial banks. Since 
Partition, there has been an almost complete disappearance of such 
local institutional credit-outlets and in the absence of experienced 
management, the revival of small banks appears difficult, so that 
the financing of retail distribution remains a major gap in the 
structure of credit facilities. 

On the whole, the commercial banking system in Pakistan 
has completed its first, and in some respects, the most critical 
phase of its development. Confidence has been restored and 
banking services are functioning normally. The second phase is 
now under way and consists mainly in the extension of com- 
mercial banking services by leading Pakistani banks into the small 
urban areas of the country. Another direction in which there 
is likely to be further progress is in the development and cultiva- 
tion of connexions with banks in countries other than the U.K. 
and India. An independent development of foreign relations is 
recognized to be necessary in order to extend the horizon and 
outlook of Pakistani bankers and enable them to acquire and 
improve their technique of financing foreign trade. 


XXII 


OTHER FINANCIAL INSTITUTIONS 


banking financial institutions. While a capital market was 

as yet not fully developed, several agencies which con- 
stitute parts of the market, such as insurance companies and stock 
exchanges, were in the process of growth. A special place was 
occupied by postal institutions consisting of savings banks, a life 
insurance fund, and a scheme of savings certificates. Since 
Partition several specialized institutions have been developed for 
meeting the credit needs, both short-term and long-term, of 
refugee rehabilitation, large-scale industry, house-building, 
agriculture and cottage and small-scale industries. 


N T the time of Partition, Pakistan had a number of non- 
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I. INSURANCE 

Before August 1947 there were about 250 insurance companies 
operating in the areas that constitute Pakistan. The majority 
closed down their offices after Partition and at the end of 1948 
(the earliest date for which official data on Pakistan are available), 
only seventy-six companies were operating, of which only eight 
were Pakistani companies. During the transitional period, last- 
ing until 31st March 1948, the Superintendent of Insurance, 
Government of India, was authorized to administer in both 
Dominions the Insurance Act (1938) and Rules (1939) govern- 
ing the working of insurance companies. A separate Depart- 
ment of Insurance was established in Karachi after that date. 
To encourage registration of companies in Pakistan, the 
Insurance Act was promptly amended, reducing the deposits 
required by 50 per cent. As a result, many non-Indian companies 
applied for registration though most Indian companies suggested 
further relaxations in the Act before resumption of activities in 
Pakistan. An interim solution was reached at an Inter-Dominion 
Conference in April 1948, which was later on replaced by a 
detailed Agreement negotiated at another Inter-Dominion Con- 
ference in December 1948. The Agreement permitted the Indian 
companies to hold 25 per cent. of their adjusted liabilities,? 
in Government of Pakistan securities, another 15 per cent. 
in Indian, and the remainder in Pakistan-approved securities, 
including United Kingdom securities. This agreement did not 
work satisfactorily following enactment of evacuee property 
legislation and the exchange deadlock which occurred in Sep- 
tember 1949. 

In May 1953 Section 27 of the Insurance Act, governing invest- 
ments, was amended with a view to treating all insurance com- 
panies uniformly, regardless of the country of origin. Effective 
from ist July 1953, all insurance companies were required to 
invest at all times assets equivalent to not less than the full sum of 
their ‘adjusted liabilities’ in Pakistan in the following manner: 


1 ‘Adjusted liabilities’ refers to the sum of the amount of the liabilities of an 
insurance company to the holders of life insurance policies in Pakistan on 
account of matured claims and the amount required to meet the liability on 
policies maturing for payment in Pakistan, less (i) the amount of any deposit 
made under the Insurance Act, 1938, in respect of its life insurance business, (ii) 
any amount due to the insurance company for loans against surrender value 
of policies. 
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. 
(a) 30 per cent. in Pakistan Government securities, (b) another 30 : 
per cent. in Pakistan Government or Pakistan-approved securities, _ 
and (c) the balance of 40 per cent. in Pakistan-approved securities 
or in approved investments. Insurance companies were given : 
until 30th June 1957 to readjust their investments so as to bring : 
them in line with the above regulations. At the end of 1953, in- 
surance companies were required to invest a sum of Rs. 22:52 | 
million (local insurers Rs.g-84 million and foreign insurers Rs. 


12°68 million) in Government and other approved securities in 
accordance with Section 27 of the Insurance Act. Their actual 
investments as on 31st December 1953, however, were in excess 
of the statutory requirements and totalled Rs. 24:58 million (Rs. | 
10°88 million by local insurers and Rs. 13-70 million by foreign | 
insurers). 

As a result of the encouragement afforded by Government, the 
number of insurance companies doing business in Pakistan rose —_| 
gradually to ninety-one in 1954, the number of Pakistani com- 
panies having increased to fourteen. Of the seventy-seven foreign 
companies, as many as thirty-six were incorporated in the U.K., 
another twenty-three were Indian, and five were Aseria ql 
Of the total number, only eighteen companies (nine Pakistani 
and nine foreign) were doing life business, either alone or in 

_ addition to other classes of business, while the remaining seventy-. 
\ three companies (five Pakistani and sixty-eight foreign) were 
exclusively conducting non-life or general business (viz. fire, 
marine, and miscellaneous insurance). 

Considerable expansion has been recorded in the volume of 
insurance business since Partition. Table LXIII indicates the 
growth in the volume of life insurance business from 1949 to 
1953 and the respective shares of Pakistani and foreign companies. 
Since that time, there has been a further increase in new life 
business secured by Rs. 130 million in 1954 and Rs. 160 million 
in 1955.2 4| 

Total life insurance business in force at the end of 1953 was 
Rs. 332°2 million, or almost double the level in 1948, and local 
companies held just under half of this. While the number of new 
policies issued by Pakistani companies consistently exceeded that | 
secured by foreign companies, their aggregate business in force | 
has increased at a much slower rate. Similarly, the number of 


1 White Paper on the Budget of Pakistan, 1956-7. 
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policies outstanding was virtually unchanged over the 1948-53 
period. This suggests a rather heavy incidence of ‘policy lapses’, ; 
particularly i in respect of Pakistani companies, 3 


Table LXIII 


Net AMOUNT OF New LIFE BUSINESS, 1948-53 
(in thousand rupees)! 


Yearly renewal 


yt Number of Policies Sum Assured irene 
Pak. Foreign Pak. Foreign Pak. Foreign 
1948 11,949 3,118 34,691 10,933 17°9 6°33 
(79°30) (20°70) (76-04) (23°96) (72°93) (27°07) 
1949 23,457 5,787 32,027 23,914 31°64 12°75 
(80-22) (19°78) (57°26) (42°74) (71°27) (28-73) 
1950 12,107 3,598 41,178 24,952 21°84 14°44 
(77°10) (22°90) (62°27) (37°73) (62:20) (37°80) 
1951 12,243 2,944 47,859 25,835 28-28 14°98 
(80-62) (19°38) (64°95) (35°05) (65°37) (34°63) 
1952 10,681 6,547 46,771 41,963 26°18 20°85 
(62-00) (38-00) (52°71) (47°29) (55°67) (44°33) 
1953 10,764 9,965 52,473 62,392 26°89 34°37 


(51°90) (48-10) (45°68) (34°32) (43°90) (56°10) 


rere | ep | | | | 


Source: Pakistan Insurance Yearbook. 


There is considerable scope for the expansion of life insurance 
business. Life insurance per policy was only Rs. 5,541 and per 
capita insurance coverage was less than Rs. 5 in the period 1948-53 
—perhaps among the lowest figures in the world.2 Again, the 
number of policy-holders at the end of 1953 was less than 75,000, 
which figure was but o-1 per cent. of the country’s population. 

Turning to general business, the number of companies carrying 
on such activities either exclusively or in addition to life insurance 
business stood at eighty-five at the end of 1954, of which ten were 
Pakistani companies. The bulk of the business consisted of cover 
for fire risks, since such cover was essential for all exports up to 
the time of their shipment. Moreover, the growth of industry has 
also led to an increase in the volume of fire business, as machinery 
installed and stocks of raw materials are normally insured against 


1 Figures in brackets are percentages. 
2 Comparative per capita figures for the U.S.A., the United Kingdom, and 
India are Rs. 10,800, Rs. 2,304 and Rs. 26 respectively. FYPD, ch. 10. 


398 THE ECONOMY OF PAKISTAN 


fire. Next in importance is marine business, but its volume is 
restricted for two main reasons: (a) vessels owned by Pakistani 
shipping companies are few in number and are mostly insured 
abroad, and (5) exports from Pakistan are not always effected 
on a C.I.F. basis. The decision taken by Government in 1954 to 
issue import licences on a C. and F. basis, instead of a C.I.F. 
basis, did provide a powerful stimulus to the growth of marine 
business in the last few years. Miscellaneous business mostly 
consists of accident insurance, which in turn is largely limited to 
motor insurance—obligatory under the law. Table LXIV shows 
the gross direct premiums and net premiums earned by all insurance 
companies in respect of non-life business during the years 1948-53. 


Table LXIV 


Non-LIFE INSURANCE 


(in thousand rupees)! 


Fire Marine Motor 
Net premium Net premium and 

Year income income miscellaneous 
Pak Foreign Pak Foreign Pak Foreign 
1948 695 1,800 854 1,287 753 1,176 
(28-00) (72°00) (40°00) (60-00) (39°00) (61°00) 
1949 486 4,57 1,110 35135 1,213 2,174 
(9°60) (90°40) (26°14) (73°86) (35°80) (64°20) 
1950 1,099 6,109 595 5,406 1,413 2,779 
(15°64) (84°36) (9-91) (90°09) (33°70) (66°30) 
1951 1,213 1455 497 75351 1,601 3,462 
(12°54) (87°46) (6°33) (93°67) (31°62) (68-38) 
1952 1,644 6,997 706 3,565 2,080 3,660 
(19°00) (81-00) (16°53) (83°47) (36:23) (63°77) 
1953 1,762 5,830 767 3,239 1,835 3,883 


(ag20) | GO-S0) 111g +24) 0) MBo-8oyA Ga Saye Alters) 


Source: Pakistan Insurance Yearbook. 


It is evident that there was a rapid increase in all classes of business 
until 1952, when there was a decrease in the overall premium 
income due almost entirely to a substantial reduction in marine 
business caused by a sharp restriction of imports. In 1953 
except for a small increase in miscellaneous business, there 
occurred a general decline as trade also declined. Since that time 
there has been steady expansion and the figure for total premiums 


1 Figures in brackets are percentages. 
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written in all non-life businesses was Rs. 43 million in 1954 
and Rs. 46 million in 1955 against Rs. 20 million in 1949.1 

Although Pakistani companies in the field are few in number, 
they command a fairly substantial share in the total volume of 
business. Table LXV provides a breakdown of the gross premiums 
written in Pakistan by local and foreign companies of different 
nationalities, during 1953: 


Table LXV 


PERCENTAGE SHARE OF PAKISTANI INSURERS 


Gross premiums written direct Total 
Vous in Pakistan (incl. 
Fire Marine | Miscellaneous Life) 
1953 29°6 32°4 37°0 31°7 
1954 30°0 310 34°8 N.A 
1955 28:0 36'0 31°0 37°0 


— | Se | 


Source: Pakistan Insurance Corporation Reports, and Pakistan 
Insurance Yearbooks. 


Until recently the insurance companies were remitting large 
sums of money to obtain reinsurance facilities on non-life business 
in foreign countries, especially the U.K. With a view to reducing 
the resulting liability on the country’s foreign exchange resources, 
the Government established the Pakistan Insurance Corporation by 
special legislation. The Corporation was organized on 12th January 
1953 with an authorized capital of Rs. 10 million, of which 51 
per cent. was reserved for the Central Government. So far 
Rs. 2 million has been issued and fully subscribed. The legislation 
authorized the Corporation to transact all forms of reinsurance; 
to assist in the promotion of new insurance companies, to help 
insurers in organizing training schemes for their staff, and to 
underwrite the issue of the stocks, shares, bonds, or debentures of 
insurance companies. After establishing contacts with foreign 
reinsurers, the Corporation commenced business on 16th July 
1953. Under the law, all insurance companies were required to 
reinsure at least 10 per cent. of their fire, marine, and miscel- 
laneous business with the Corporation. As the Corporation was 


ks Pakistan Insurance Corporation Third Annual Report (Karachi, 1956). 
Figures for 1954 and 1955 exclude marine and aviation hulls. 
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able to offer reinsurance protection at cheaper rates, the business 
placed with it soon exceeded the statutory minimum, and existing 
facilities permit the accommodation of a significant portion of the 
surpluses of the Pakistan market. With a view to effecting further 
savings in foreign exchange, the Corporation extended its activities 
in 1954 to treaty and facultative reinsurances. The working 
results of the Corporation for the year 1954 showed that there 
was an estimated saving of Rs. 2:5 million in foreign exchange 
payments for obtaining reinsurance facilities abroad. In 1955 the 
Corporation carried a direct gross business of Rs. 5-5 million of 
which only Rs. 4:6 million was derived from compulsory cession. 

The Corporation has also been operating a National Co-insur- 
ance Scheme, on lines similar to those in Western countries, for 
handling Government and semi-Government business. It is 
based on the joint efforts of the Pakistani companies, which 
share in providing insurance cover on companies’ combined 
policy forms at reasonable rates for Government risks. This 
scheme is serviced and administered by the Corporation. Another 
field of activity has been the arranging of inward reinsurance 
of reciprocal business from abroad with resultant receipts of 
premiums paid by foreign concerns for the protection afforded 
to them by the Corporation. By 1956 it was estimated that the 
inward remittances would be approximately half of the outward 
remittances made from Pakistan for obtaining reinsurance cover. 
Moreover, the Corporation has ceded about 35 per cent. of this 
foreign business to national companies to strengthen their net 
accounts and also to attract more voluntary reinsurance business 
from abroad. 


2. STOCK EXCHANGES 

There is at present only one organized stock exchange in Pakis- 
tan—that at Karachi. There are unorganized dealings in stocks _ 
both in Lahore and in Dacca, but the volume of business at these 
centres is small. The Karachi Stock Exchange started functioning 
in 1947, but it was not until March 1949 that it was registered 
under the Indian Companies Act, 1913. The Exchange provides a 
market-place, both for gilt-edged securities and for the equity 
issues of public concerns. At the time of registration the associa- 
tion had only nine members on its rolls, but the number has since 
increased to nae ATO 


een 


(i 
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In 1948 a securities market was virtually non-existent and 
gilt-edged stocks were treated by banks and other institutional 
investors as unmarketable. The State Bank, which as central 
banking authority was charged with the management of the public 
debt, adopted suitable measures for fostering the gilt-edged 
section of the Stock Exchange. It laid down a procedure for the 
purchase and sale of Government securities through approved 
brokers, and as a result the market broadened gradually and it 
became possible to purchase and sell securities within reasonable 
limits with the support of institutional investors. Moreover, the 
State Bank, through a judicious policy of open-market operations, 
sought to keep the gilt-edged market on an even keel with a view 
to minimizing undue fluctuations in security values. 

Until 1952 business activity in the equity section of the 
Exchange was on a limited scale, due mainly to the paucity of 
investment capital and hesitancy on the part of the business com- 
munity actively to participate in stock exchange dealings. The 
following year, however, witnessed a radical transformation and 
the market recorded hectic activity. Funds which had been 
rendered idle as a result of the decline in export trade and the 
severe restriction of imports were diverted to the share market. 
Flotations of scrip by several industrial concerns met with highly 
encouraging response, and sizeable capital gains were obtained 
after several issues. A mounting level of speculative activity 
necessitated the closure of the market on 18th November 1953 
for purposes of settlement and completion of outstanding delivery 
contracts. After the re-opening of the market on 28th November 
1953, business sentiment gradually turned bearish and there 
occurred a significant reaction in prices. The downturn continued 
almost unabated during 1954 as industrial activity increasingly 
absorbed funds. Some improvement was perceptible in 1955 
and although no spectacular gains were recorded, share-values 
tended to stabilize at more realistic levels. 

The number of scrips listed on the Karachi Stock Exchange 
doubled during the past four years, from twenty-six at the end 
of 1951 to fifty-two at the end of 1955. The following table 
contains a breakdown of the shares according to Principal cate- 
gories: | 


cI 
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Table LXVI 
SHARE LISTINGS ON THE STOCK EXCHANGE 


Category of shares 1951 1955 


Banks 

Insurance companies 
Electric companies 
Cotton textiles 
Woollen textiles 
Jute 

Transport 
Miscellaneous 


Rl aue 
MORN 


Totals 


3. POSTAL INSTITUTIONS 
The postal institutions in Pakistan offer facilities for the 
mobilization of savings in the form of (a) savings deposits, (bd) 
savings certificates, and (c) life insurance. 


(a) Postal Savings Deposits 


Savings bank work is conducted at all head and sub-post 
offices and some branch offices. The offices serve only as deposit- 
institutions and are prohibited from entering into the financing 
of business. As there is a wide network of branches in the in- 
terior, many at places which do not possess any commercial 
banking facilities, these constitute a medium for the mobilization 
of rural savings. An account can be opened with a minimum 
initial deposit of only Rs. 2; the rate of interest varies from 
I‘5 per cent. to 3 per cent. depending on the outstanding balance 
and the nature of the account. Interest on such accounts is 
exempt from income tax. By 1956, 6,264 post offices were doing 
savings bank work.! Deposits outstanding in 1-24 million accounts 
at the end of 1956 were Rs. 425-9 million, and formed part of 
the ‘unfunded debt’ of the Central Government. 


(b) Savings Certificates 


A small savings scheme is operated through the post offices. 
Before November 1954 this was in the form of twelve years’ 
savings certificates and six years’ defence savings certificates, 
redemption yield on which amounted to 44 per cent. and 3:5 per 
cent. simple interest respectively. With effect from 15th Nov- 
ember 1954, these were replaced by ten years’ and five years’ 

1 State Bank of Pakistan: Bulletin, April 1957. 
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certificates. Although the period of maturity was reduced the 
rate of interest was maintained at 3-5 per cent. in the case of five 
years’ certificates and raised to 4-5 per cent. for ten years’ certifi- 
cates. Interest earned is not liable to income tax. The certifi- 
cates can be purchased at all post offices doing savings bank 
work in denominations of Rs. 5, Rs. 10, Rs. 50, Rs. 100, Rs. 500, 
Rs. 1,000, and Rs. 5,000. The certificates can be encashed after 
twelve months from the date of issue, as against the previous 
period of eighteen months. The maximum permissible limit of 
holding is Rs. 25,000 in the case of individual investors and 
Rs. 50,000 in the case of joint-investors. 

At the end of 1956 the net investment in savings certificates 
amounted to Rs. 232 million.4 


(c) Postal Life Insurance 


The Posts and Telegraphs Department operates a life insurance 
fund for the benefit of government and semi-government em- 
ployees. The scheme was first put into operation in undivided 
India about seventy years ago and was meant exclusively for the 
benefit of postal employees. The Fund offered both whole life 
and endowment policies for any amounts, with a minimum of 
Rs. 100. Premiums were collected as deductions from salaries 
or through direct deposits in the post offices, and the ultimate 
responsibility for payment of claims lay with the Pakistan Govern- 
ment. ‘The Fund works on a non-proprietory basis and all policies 
are eligible for profit-sharing. Postal life funds are wholly invested 
in Government securities. 

After Partition the Government of Pakistan assumed responsi- 
bility for 10,000 policies valued at Rs. g million in respect of 
policy-holders who were either residents of Pakistan or had 
opted for service in Pakistan. Despite the attractive terms offered, 
the volume of new business during the years 1948-53 was meagre. 
In November 1953 the Government decided to reorganize the 
Insurance Fund in accordance with the recommendations of an 
Inquiry Committee set up in November 1951. The Central 
Office which was previously situated at Dacca was shifted to 
Karachi and placed under an independent Director who was 
made responsible both for the administration of the Fund and 
maintenance of accounts. He was also entrusted with the task 

1 [bid. 
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of popularizing the scheme and running it on business lines. 
Since then, various measures have been adopted to expand the 
volume of business (e.g. extending facilities to defence personnel 
and semi-government employees), resulting in a fairly spectacular 
increase in the volume of business. The number of policies 
outstanding increased by 4,409 in 1954, 7,592 in 1955 and 10,225 
in 1956, the number of current policies outstanding being 
34,084 while the total sums assured amounted to Rs. 83-5 million.4 


4. THE PAKISTAN REFUGEE REHABILITATION 
FINANCE CORPORATION 

This Corporation was established in May 1948 to assist refugees 
by advancing loans, organizing schemes of cottage industries 
on a co-operative basis, and arranging the marketing of their 
goods. ‘The Corporation had advanced loans amounting to 
Rs. 16-9 million to individuals, firms, and societies by the end of 
1956. Sewing machines of the value of Rs. 4:1 million were 
distributed on a hire-purchase basis to refugee tailors and widows. 
Raw materials such as cotton, silk and woollen yarns, pig iron, and 
synthetic stones valued at Rs. 12:2 million were supplied to refugee 
artisans and workshops below market prices. ‘The Corporation 
also established industrial centres and colonies at various places 
at a cost of Rs. 3 million to help the artisans who could not furnish 
securities for loans and built houses at a cost of Rs. 0:97 million 
and let them out to refugees on hire-purchase terms. 


§. PAKISTAN INDUSTRIAL FINANCE CORPORATION 

The Corporation was set up in June 1949. Its shares are owned 
51 per cent. by the Central Government and 49 per cent. by 
private investors, chiefly banks and insurance companies. It 
assists industrial. concerns already in production as well as those 
not yet operating, by grants of loans, underwriting the issue of 
stocks, shares, bonds or loans raised in or outside Pakistan, but 
without directly subscribing to the shares or stock of any company. 
In order to ensure the proper management of the borrowing 
concerns, the Corporation reserves the right to nominate a Director 
or two on the managing board of each. Under the law as originally 
enacted the Corporation was precluded from granting loans to 
industrial concerns which were not incorporated as public limited 
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companies or registered as co-operative societies. This restriction 
acted as a major limiting factor on the Corporation’s activities. 
The scope of the Corporation Act, 1949, was therefore enlarged in 
April 1952 to enable the Corporation to grant loans and other 
financial assistance to all industrial concerns whether incorporated 
as companies or not. Further, the definition of ‘industrial concern’ 
was also enlarged to enable the Corporation to provide assistance 
to such industries as had not commenced production, provided 
the whole or a major part of the assets of such concerns were in 
such status as to give promise of commencing operations within 
a reasonable time. From July 1953 the Corporation was also 
required to furnish guarantees to foreign industrialists who sup- 
plied capital goods to firms in Pakistan under the ‘deferred pay- 
ments’ arrangements. By the end of June 1955 the Corporation 
had agreed to issue seventeen guarantees representing in aggregate 
a sum of Rs. 14:6 million. The total accommodation granted by 
the Corporation up to the end of 1956, by way of loans, under- 
writing agreements, and guarantees amounted to Rs. 108 million. 
An industry-wide breakdown shows that the various textile 
industries accounted for well over half of total loans (Rs. 64:6 
million) followed by engineering, electricity undertakings, refractory 


and clay works, preserved and prepared foods, and sugar. In 1955 
the Corporation borrowed Rs. 10 million of additional capital from 
the Central Government, and was negotiating with the State Bank 
for credit facilities under the new powers grantedto the Bank bythe 
1955 legislation. Of late, the Corporation has been extending credit 
for meeting working capital needs in addition to loans for plant. 


6. HOUSE BUILDING FINANCE CORPORATION 

This institution was established by the Central Government in 
April 1953 for granting loans to private persons (subject to a 
maximum of Rs. 40,000 per person) and housing and house- 
building co-operative societies (subject to a maximum of Rs. 1 
million to any one society) for the purpose of constructing houses. 
The Corporation was to operate on a commercial basis. However, 
in 1954 the rate of interest was reduced from 6 per cent. to 5 per 
cent. in the case of individuals and from 6 per cent. to 4 per cent. 
per annum in the case of co-operative societies with a view to 
accelerating the pace of house-building activity. In order to 
augment the Corporation’s funds and to enable it to function 
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with the reduced rate of interest, it was decided that the Govern- 
ment would subscribe the entire share capital. ‘The Corporation 
commenced business in the Federal Capital area and has gradually 
extended its activities and its credit facilities are now available 
through offices in thirty-five cities throughout the country. As 
a measure of encouragement, the Central Government, as well as 
some of the Provincial and State Governments, granted exemption 
from stamp duty in respect of the mortgages executed in favour 
of the Corporation. The total amount of loans sanctioned by the 
Corporation since its formation stood at Rs. 36-4 million at the 
end of 1956. 


7- AGRICULTURAL DEVELOPMENT FINANCE CORPORATION 

This Corporation was founded in 1953 to provide assistance to 
individual agriculturalists and corporate bodies on a long-term 
basis at reasonable rates of interest. Its capital is also provided by 
the Central Government. Its activities cover the granting of 
loans for purposes such as cattle breeding, purchase of mechanical 
equipment, water lifting equipment, fertilizers, agricultural 
implements and stores, improvements in seeds, elimination of 
pests and reclamation and drainage of land. A significant feature 
of its lending operations is that loans are granted, as far as possible, 
in kind and only to a restricted extent in cash. The Corporation 
sanctioned loans of Rs. 9-1 million by the end of 1956, mainly for 
purchases of tractors and implements, boring of tube-wells, 
dairying, embankments, and installation of power pumps. It 
has apparently been handicapped by the fact that provincial laws 
place restrictions on the mortgage and sale of agricultural property. 
In some cases exemptions have been granted by the provincial 
governments to enable the Corporation to advance loans to agricul- 
turists against acceptable security. To ensure smooth functioning, 
the Corporation’s Act now provides that notwithstanding any 
local laws, agricultural concerns may lawfully pledge, mortgage, 
assign, or hypothecate any kind of property to the Corporation 
in order to secure loans. Amendments were incorporated in the 
Act in July 1955 further to widen the scope of the Corporation’s 
activities by extending the term ‘agricultural concern’, to permit 
new offices to be opened wherever desired and to permit the 
grant of loans for marketing of agricultural produce and without 
specific surety (but on guarantee from Government). 
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8. SMALL INDUSTRIES CORPORATION 

In March 1955 an Ordinance was promulgated for the establish- 
ment of a Small Industries Corporation designed to promote 
the development of small industries in Pakistan. It provided 
that the Corporation would arrange for the marketing of articles 
manufactured by cottage and small-scale industries and maintain 
depots for the supply of raw materials to and purchase of finished 
products from cottage and small-scale industries. Loans may be 
made by the Corporation in kind and may be in the form of factory 
buildings, residential houses, or machinery and equipment on a 
hire-purchase basis. But no loan or subscription shall be made 
unless it is fully secured by pledge, mortgage or hypothecation, or 
assignment of immovable or movable property, &c. But where 
the loan or subscription is made to an individual and does not 
exceed Rs. 1,000 in the aggregate, it may be secured by a bond 
with one surety. Since its establishment, the Corporation has 
mostly confined activities to problems of raw-material supplies, 
standardization, improvement of designs, etc.+ 

Important statistics of the Finance Corporations are given in 


Table LX VII. 


Table LXVII 


SELECTED STATISTICS OF SPECIALIZED FINANCIAL INSTITUTIONS 


Author-| Paid- Loans 
ized Up |Govern-| No. of | Sanc- 
Name of Capital |Capital| ment | © | tioned | Drawn 
Corporation Share 
(in millions (%) (As of Fune 1955) 
rupees) (in millions rupees) 


. Refugee Rehabilita- 
tion Finance Cor- 


poration ne 
. Industrial Finance 
Corporation .. | 30°0 

. House - Building 

Finance Corpor- 

GHONs» ah ep stedte: 30°0 

. Agricultural Devel- 

opment Finance 

Corporation .. | 50°0 30°0 

. Small Industries 

Corporation .. | 10°0 2:5 =: = 


30°0 


Sources: Explanatory Memorandum on the Budget for 1956-7, and FYPD, Ch. 9. 
1 White Paper on the Budget, 1957-8. 
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Q. PROPOSED INSTITUTIONS 
Industrial Credit and Investment Company 


The State Bank and the Government of Pakistan have sponsored 
a proposal for this agency to meet the growing requirements of 
industrial credit in the country. The proposed agency is to be 
wholly privately owned, incorporated under the ordinary law and 
will assist in the creation, expansion and modernization of in- 
dustrial enterprises, and encourage participation of private 
capital, both internal and external, in such enterprises. It will 
sponsor and underwrite new issues of shares and securities, as 
well as guarantee loans from other private investment sources. 
It will also furnish managerial, technical, and administrative 
advice and assist in obtaining such services for local industries. A 
committee of promoters composed of prominent businessmen 
and industrialists has been constituted to give effect to this 
proposal. 

Foreign investors are to be invited to participate in the share 
capital of the institution, which would amount to Rs. 20 million 
of initially paid-up capital against an authorized capital of Rs. 
150 million. The new institution will receive an interest-free 
loan of Rs. 30 from the Central Government, repayment to 
commence after fifteen years. In addition, a loan of Rs. 20 million 
is to be provided by the State Bank. It is also hoped to obtain a 
loan from the International Bank for Reconstruction and Develop- 
ment in order to augment the foreign exchange resources of the 
Bank.1 The institution is expected to commence operations in 


1957-8. ; 


Agricultural Bank 


Another projected institution is the Agricultural Bank now 
being organized with an authorized capital of Rs. 200 million 
(of which Rs. 30 million is to be issued initially). It will be owned 
51 per cent. by the Central Government, the balance being 
offered to provincial governments and co-operative societies. Its 
credit facilities are expected to supplement rather than compete 
with existing agencies. In fact, the Bank is envisaged as a vehicle 
for supplying leadership and technical knowledge to rural credit 


institutions, especially the co-operatives. It is also expected to 


1 White Paper, p. 44. 
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assist in the provision of facilities for warehousing, storage and 
the marketing of agricultural products. The Bank will initially 
establish 10 offices in each wing of the country.} 


XXIII 


PRICE: TRENDS 


by the absence of reliable indices. There are two distinct 

price areas, divided as the country is into widely separated 
geographical zones. In the predominantly agrarian structure of the 
country, factors affecting the production and sale of the major 
agricultural products have a close bearing on price-movements: 
these include climatic conditions and rainfall, the water-levels 
in rivers and canals, the occurrence of floods or droughts, losses 
from pests (such as locusts), and similar problems. The prices 
of agricultural produce have a powerful impact on all other prices, 
for these are also incomes for the ‘surplus’ growers and a part of 
the cost of living for the ‘deficit’ growers, agricultural labourers, 
and the urban population. In the largely subsistence economy, 
supply factors may have the greater significance for the majority 
of agriculturists. But to the extent a surplus arises which comes to 
internal or foreign markets for disposal, the demand factor gains 
importance. The country’s price level is sensitive to changes in 
international conditions of demand for its two major export 
crops, jute and cotton. A period of high and rising export prices 
will generally result in larger money-incomes for the growers and 
for the entire chain of tenure middlemen? and marketing inter- 
mediaries through whose hands the crops pass, exerting an up- 
ward pressure on the price level and vice versa. Foreign influences 
working through import prices also play a significant role in 
shaping the country’s price-level because of its substantial though 
declining dependence on foreign supplies of consumer goods.? 
Finally, movements in the country’s balance of payments, the 


1 White Paper on the Budget, 1957-8. 2 See Chapter VI, ‘Land Tenure’. 


3 However, to the extent import controls apply, changes in the restrictions 
would have as much relevance for the internal price level as landed cost of 
imports. 


N N analysis of price trends in Pakistan is rendered difficult 
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changes in government fiscal, tariff and trade policies, and the 
monetary and credit policies of the banking system also influence 
price-levels, although their exact significance may be difficult 
to trace in the underdeveloped conditions of the Pakistan 
economy. 

Pakistan inherited an inflationary situation from the undivided 
sub-continent where the methods adopted for financing World 
War II had caused a sharp rise in prices. The inflationary move- 
ment remained almost unchecked after the cessation of hostilities 
and gathered momentum immediately after Partition. (The 
graphs on pp. 411 and 423 indicate price-movements in the two 
wings of the country since Partition.) The analysis in this chapter 
is only illustrative of some of the influences at work on prices during 
different periods, and in the absence of definitive data does not 
pretend to be an exhaustive or even a satisfactory one. 


I. WEST PAKISTAN 

1. August 1947 to December 1948. Partition brought economic 
dislocation in its wake. Supplies were affected and when available 
could not be easily distributed as most of the distribution centres 
lay in the Indian Union. The transport system could not handle 
normal commercial traffic, being strained to the breaking-point by 
heavy refugee movements, staff difficulties, and shortage of fuel. 
A virtual break-down of credit facilities greatly hindered the work- 
ing of the remnants of the distributive organization. Agricultural 
production declined during this period. The wheat surplus of the 
1947 season had already been exported to India before the dis- 
turbances started. New crops were poor, due to bad or late 
sowings and harvesting, and crops were damaged by excessive 
rains during the wet seasons of 1947 and 1948. A growing wheat 
shortage developed after the disastrous floods in the Indus River 
in 1948 and an estimated surplus of 83,000 tons was transformed 
into a deficit of 108,000 tons, due partly to difficulties in procure- 
ment by official agencies which in turn increased pressure on a 
weakened distribution machinery. Hoarding, particularly by the 
small peasant, may have been another important factor in 1948, 
as in all subsequent periods of shortage. 


1 Although foreign trade or government budgetary operations constitute 
a minor percentage of national income, their impact may be fairly substantial 
if the non-monetary part of the national product (e.g. food consumed directly 
on the farms) is deducted. 
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The export trade was not as seriously affected as the import 
trade, because Government took immediate measures to finance 
the movement of the cotton crop. As a result, a very active 
balance of trade developed. For the country as a whole the surplus 
amounted to Rs. 3511 million on private sea-borne trade alone, 
during the period August 1947 to March 1948. The balance of 
payments (excluding India) was ‘favourable’ to the extent of 
Rs. 185 million during the period January to June 1948.1 

The inflationary impact of this surplus in external accounts 
was intensified by deficits in Government budgets. The relief 
and rehabilitation of refugees necessitated heavy expenditures, 
whereas it took time before the refugees could render productive 
service to the community. The Central Budget on revenue account 
for the eight-month period ending March 1948 recorded a deficit 
of Rs. 37-1 million,? while the next year showed only a small 
surplus on revenue account. The total provincial deficits on 
revenue account in West Pakistan during the period August 
1947 to March 1949 amounted to Rs. 120-9 million. In addition, 
a certain amount of expenditure in the capital budgets was in- 
curred by depleting cash balances which might also have added to 
inflationary pressures. The rise in the general price level during 
this period is clearly indicated by an index number of wholesale 
prices at Karachi,? which rose from 306°5 (August 1939=100) 
at the time of Partition to 323:4 at the end of 1947 and to 372°5 
at the end of 1948, with the sharpest increases in food grains and 
cotton manufactures. 

2. January 1949 to August 1949. ‘The tide began to turn late 
in 1948. Increasing anxiety at the rise in prices led to the 
convening of an Economic Controls Conference in April 1948 and 
in tightening of controls on prices and distribution of items such as 
food, cloth, petroleum, coal, iron and steel, newsprint, &c. Laws 
against corruption, profiteering, and black-marketing were revived 
and enforced with greater vigour. A liberal import licensing 


1 Figures for total trade are not available. Cf. Chapter XVI, ‘Foreign Trade’, 
p. 265, n. 1. 

2 In the absence of statistics of the division of central (cash) revenues and 
(cash) expenditures as between West and East Pakistan, the contribution to 
inflationary pressure of the budget deficit in West Pakistan cannot be indicated. 
The total deficit figure is, however, suggestive. 

3 Issued by the Office of the Economic Adviser, Government of Pakistan, 
but discontinued from July 1949. 
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policy was inaugurated in August 1948 and this coincided with a 
steady revival of credit facilities, internal trade, transport services, 
and the establishment of new import houses encouraged by a 
licensing policy that favoured newcomers. ‘The measures had a 
definitely stabilizing effect on prices and by the middle of 1949 
the wholesale price index had declined to 344-2 or by 28-3 points 
compared to the end of 1948. 

A deficit of Rs. 407°6 million in the balance of trade was recorded 
in West Pakistan between July 1948 and June 1949 and accounted 
for largely by heavy imports during the period commencing 
January 1949. Meanwhile budgets, both central and provincial, 
were brought nearer to balance and the Central Government was 
able to successfully float several loans for financing its capital 
expenditures. Favourable developments also occurred on the 
food front. Wheat imports of 174,000 tons were received from 
foreign countries by May.1949 while increased production of 
wheat during the wheat year May 1949 to April 1950 provided a 
surplus of 426,115 tons for export. The growing dollar shortage 
tended to increase the European demand for such Pakistan 
exports as cotton. 

3. September 1949 to Ffune 1950. ‘This healthy disinflationary 
trend was converted into a sharply deflationary one following the 
devaluation of the pound sterling and other currencies in Sep- 
tember 1949. The export crops went through an inevitable process 
of adjustment, so as to bring internal prices in line with the higher 
external value of the Pakistan rupee vis-d-vis the pound sterling 
and other devalued currencies. An index of unit values of exports 
(April 1948 to March 1949—100) (Table LXVIII) declined from 
108-5 at the end of June 1949, to 88-6 at the end of the year and to 
79°3 by the middle of 1950. This process might not have precipi- 
tated such a sharp fall in prices had not a trade deadlock arisen 
out of India’s refusal to recognize the Pakistan exchange rate, with 
resultant dislocation of trade in jute and cotton, of which it was a 
substantial purchaser. In West Pakistan, cotton prices had fallen 
from Rs. 533°9 per bale in the middle of 1949 to Rs. 475-8 a year 
later. 

Meanwhile the easy wheat situation, mentioned above, resulted 
in continued pressure on food prices. Rationing in the large cities 
was maintained, mainly to dispose of Government stocks, but free 
market prices fell below controlled prices. Working-class cost of 
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living indices (Table LXIX) published by the Central Ministry of 
Labcur with 1948-9 as the base year, declined to 93 by the middle 
of 1950 at Karachi and even lower, to 74, in Sialkoc. Since these 
indices are heavily weighted for food (58 per cent. for Karachi and 
69 per cent. for Sialkot) the decline was largely a reflection of 
lower food prices. However, a contrary price trend was apparent 
in the case of imported goods (mostly consumed by middle and 
upper classes), supplies of which were restricted immediately 
after non-devaluation as a precautionary measure. Although 
landed import costs fell from 102-1 in June 1949 to 74-4 in June 
1950, as a result of non-devaluation (Table LXVIII), internal 
market prices of imports did not fall correspondingly, if at all, due 
to the influence of four factors: the simultaneous inauguration of a 
restrictive import policy, the increase of import duties in the 1950-1 
budget, the smuggling of imported goods to India as a result of 
price-differences, and finally the action of some foreign suppliers 
in raising their export quotations so as to keep their prices in 
Pakistan rupees unchanged. On the whole, the fall in prices of 
export articles reduced incomes internally, so that a depressing 
influence was felt on the price level and on real incomes. 

4. July 1950 to December 1951. A rising price trend commenced 
with the outbreak of the Korean War. The rising tempo of re- 
armament and the stock-piling of commodities created an intense 
demand for Pakistan’s raw materials, while a short-fall in the 
American cotton crop brought a further sharp rise in the internal 
prices of cotton, which reached new peaks. The export price index 
rose sharply from 80-8 in July-September 1950 to 134°1 in April- 
June 1951, cotton prices per bale moving up in the same period 
from Rs. 488 to Rs. 935. The Government sought to offset the 
strong inflationary impact of the consequent rise in internal in- 
comes through a successive raising of the export tax on cotton from 
Rs. 60 per bale to Rs. 300 per bale and by imposing an ad valorem 
export duty of 25 per cent. on wool. At the same time, a liberal 
import licensing policy was inaugurated by the issue of a widely- 
expanded open general licence. On the whole, however, it was 
found difficult to maintain stable prices, especially after the signing 
of the Trade Agreement with India in February 1951 which 
resulted in the resumption of exports of many commodities to 
that country. The food situation during this period also deterior- 
ated. There was a large-scale reduction in the output of the 
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kharif crops, and sowings of rabi wheat were delayed and acreage 
reduced as a result of inadequate rainfall and lower water-supplies 
in the canals. Anticipations of a lower wheat crop combined with 
the lower output of the kharif food-grains (bajra and jowar) 
caused hoarding and prices rose sharply, as reflected in the cost-of- 
living indices. 

The balance of trade in West Pakistan was highly ‘favourable’, 
being Rs. 427-7 million during the period July 1950 to June 1951. 
Development expenditures also began to rise sharply from this 
period onwards. 

5. January 1952to December 1952. Recessionist influences began 
to appear as stock-piling of raw materials in the West reached 
saturation levels and there was an abatement in buying pressure. 
The appearance of stagnant conditions in the world textile market 
during 1951 further intensified the pressure on cotton prices, 
which declined to Rs. 503-6 per bale by the end of 1952, compared 
to almost double this value at the height of the Korean War boom. 
The overall export price index fell even more sharply to 66-6, 
since 1i included raw jute and raw wool-fibres the prices of which 
declined drastically. Foreign quotations for key imports, particu- 
larly textiles and yarn, were continually being reduced, landed 
costs falling from 98-1 in June 1951 to 77-1 by October-December 
1952. The sharp setback in Indian prices after November 1951, 
following the inauguration of a dear money policy in that country, 
exerted additional pressure as Indian manufacturers and mer- 
chants attempted to dispose of some of their inventories in 
Pakistan markets and a considerable flow of goods from India 
commenced with smugglers taking an active role. Domestic 
factors acted as ‘intensifiers’ in several ways. Disappointment 
resulted from the failure of expectations of a suspension of the 
liberal import O.G.L. As prices began to recede, monetary 
stringency appeared as banks called up margins. Upcountry 
traders of cotton textiles and other imported goods withheld 
purchases, awaiting a further decline in prices. However, the 
growing scarcity of food resulting from the failure of both the 
kharif and rabi crops of 1951-2 brought a sharp rise in food prices. 
As imports of foreign grains began to flow into the country, later in 
1952, food prices were somewhat stabilized by the end of the year. 

6. fanuary 1953 to March 1954. Rising prices of manufactured 
goods established the predominating trend during this period. 
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While imports of grains had alleviated the pressure on wheat 
supplies, prices tended to move upwards again in the early part of 
this period as the recurrence of drought conditions for the second 
year in succession led to expectations of another failure of the 
wheat crop and it was not until U.S. aid supplies began pouring 
into the country after August 1953 that prices fell. Meanwhile, 
the effects of severe import restrictions applied in the second half 
of 1952 began to emerge and prices of imported consumer goods 
rose sharply. Domestically produced articles rose in sympathy as 
indigenous production was unable to satisfy requirements to any 
appreciable extent. Internal prices of cotton, which had fallen to 
the lowest level since Partition at the beginning of 1953 (without 
adjusting for export duty) under pressure of a large supply, both 
at home and overseas, recovered with the commencement of the 
new season in September 1953 under the stimulus of increased 
domestic mill off-take and sustained foreign demand. Extensive 
controls were imposed on price movements and on distribution 
of imported cotton textiles and a wide range of other imported 
goods. While these measures assisted in reducing the incidence of 
speculation, profiteering, and hoarding to some extent, the general 
level of prices of manufactured goods continued at high levels. 

7. April 1954 to fune 1955. By the middle of 1954 the rapid 
increase in prices was moderated. Special imports of cotton textiles 
helped the market to meet residual needs left unsatisfied by 
domestic production. Licences issued against barter of rice 
led to imports of a variety of luxury and semi-luxury goods. 
Negotiations between Government and private interests produced 
some price-concessions in respect of cement, petroleum products, 
cotton textiles, &c., while Government, on its own initiative, 
reduced prices of steel and coal, of which it was the largest im- 
porter. Meanwhile, indigenous production of cotton yarn and 
cloth rose swiftly and it was possible to remove controls on yarn 
in November 1954 and on cloth in January 1955. The announce- 
ment of substantial U.S. economic aid for financing imports of 
essential consumer and investment goods and the immediate 
despatch of flood-relief supplies under an emergency programme 
produced a favourable effect. However, delay in arrival of aid- 
supplies and the restricted licensing of imports from the country’s 
own exchange resources (probably in expectation of U.S. aid) 
tended to create localized and acute shortages of many essential 
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import items toward the end of the period and to push up prices. 
Thus the effect of high, if declining, prices of manufactured 
goods (with the exception of coarse and medium varieties of cotton 
textiles, in which the country had attained self-sufficiency) was 
offset by the continued decline in food prices. Bumper harvests of 
wheat were a million tons higher than in 1952-3 and kharif food- 
grains were plentiful in 1953-4, leading to a considerable decline 
in food-grain prices throughout West Pakistan. While the 1954-5 
crops were somewhat smaller, Government reserves were tapped 
so that total supplies remained plentiful. Cotton prices rose 
appreciably in the earlier part of the year on reports of flood 
damage and expectations of large domestic off-take, and later under 
the stimulus of large Far East purchases. On the whole, divergent 
price trends were to be found in West Pakistan after January 1953; 
it could perhaps be suggested that the underlying trend was up- 
wards until March 1954 and downwards thereafter. The balance 
of payments vis-d-vis other countries was probably in deficit 
throughout both periods, when account is taken of wheat and 
other aid-financed imports; this was partly offset by an active 
balance of trade with East Bengal. The overall accounts of the 
provincial governments in the area were in surplus, though funds 
were raised in substantial amounts from the banking system, 
especially in the Punjab, for purposes of building up an emergency 
food reserve. ‘The deficits in Central budgets were beginning to 
increase sharply as development activity gathered momentum.! 
Price trends in East Pakistan were broadly subject to similar 
influences, though a few factors were peculiar to this province. 


2. EAST PAKISTAN 

1. August 1947 to August 1949. During this period the demand 
for jute was sustained and prices remained high. A heavy volume of 
exports produced an active balance of trade with foreign countries 
of Rs. 1,101-°6 million in 1948-9 offset by a deficit of Rs. 104-8 
million with West Pakistan.2 The East Bengal budget was in heavy 
deficit on revenue account, as initial expenses on establishing a new 
administration were bound to be heavy. Rice crops in this year 
were below normal, and food prices therefore ruled high. A factor 
which intensified the inflationary pressures in East Pakistan was 

1 For developments after June 1955, see pp. 426-8ff. 

2 Monthly Survey of Economic Conditions in East Pakistan (January 1957). 
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the presence of many minority traders and professional men who 
may have made substantial one-way remittances of capital and 
profit to India in the form of unrequited exports (there being no 
exchange control in force with India during this period).1 The 
reason for the phase of higher prices persisting longer than in West 
Pakistan could therefore be found in the difficult food situation and 
in the apparent failure of the liberal import policy to take effect, 
owing to lack of adequate port facilities, inadequacy of means of 
communication, and dislocation of the distributory mechanism. 

2. September 1949 to February 1951. Just as inflationary 
pressures had been more intense in East Pakistan and had lasted 
longer than in the western wing, so the downward trend appeared 
to be sharper and more drawn out. The main cause for this was 
the heavy decline in raw jute prices immediately after India’s 
refusal to trade because of Pakistan’s decision not to devalue its 
currency (the export price per bale dropped from Rs. 227:1 
in April-June 1949 to Rs. 152-6 a year later, the index being 
based on 1948-9100). While a substantial quantity of jute was 
smuggled to that country, there was a sudden withdrawal of Indian 
buyers from the open market. Credit facilities from Indian banks 
which had hitherto provided the bulk of jute finance for purchase, 
movement, processing and even export of jute were also imme- 
diately restricted, thereby intensifying the pressure on prices. The 
establishment of the National Bank of Pakistan in November 1949, 
improved the situation, and some relief was also available with 
the signing of a short-term barter agreement with India in April 
1950. 

Meanwhile food prices began to fall as a result of successive 
good crops of rice which transformed the food situation. By the 
middle of 1950 rice prices were at their lowest level since Partition. 
It was also suggested that at least a part of the sharp fall in rice prices 
could be attributed to shrunken purchasing power of jute growers. 
The overall balance of trade surplus (i.e. including West Pakistan) 
was reduced so Rs. go-8 million in 1949-50.2 A large-scale influx 
of Muslim refugees developed in February 1950 and necessitated 


1 Dr. A. Sadeque in Economic Emergence of Pakistan, Vol. 1, Dacca Economic 
Publications Series No. 1, 1956, develops the thesis that a large unrequited 
export balance was the primary cause of inflation in East Bengal, not only in 
this but also in subsequent periods. For a penetrating review of his thesis see 
Pakistan Economic Journal, November 1954, pp. 396-405. 


2 Monthly Survey of Economic Conditions in East Pakistan (January 1957). 
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COMPARATIVE PRICES OF RAW JUTE AND RICE 
(Rupees per maund) 


1948 1949 1950 1951 1952 1953 1954 1955 1956 
Note: Dotted line (......) indicates non-availability of data. 
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large expenditures on relief and rehabilitation out of provincial 
revenues. The new jute season commencing June 1950 brought 
some improvement and there was a distinct tendency for prices 
to recover during the remaining period following the outbreak of 
hostilities in Korea, the price of jute reaching Rs. 168 per bale by 
the end of 1951. 

3. March 1951 to January 1952. ‘The re-entry of India into 
the jute market and the signing of a trade agreement in 
February 1951, intensified the rise in jute prices, as Indian mills 
tried to cover long-deferred requirements, while non-Indian | 
customers bought a record quantity for stock-piling purposes. 1 

| 


= ke eta a 1 ad 


The early part of the 1951-2 season maintained the bullish trends, 
jute export prices reaching a peak of Rs. 238 per bale in July- 
September 1951. Rice prices continued to maintain a steady level, 
though salt prices increased sharply at one stage, due to shipping 
difficulties. The overall balance of trade surplus rose to Rs. 
703:6 million in 1950-1, but was lower at Rs. 295-4 million in ¥ 
1951-2. . 
4. February 1952 to December 1952. As the 1951-2 jute season | 
progressed, it became apparent that Indian purchases would not | 
reach the 2:5 million bales provided for under the current trade | 
agreement, due partly to a larger Indian jute crop and partly to the 1 
accumulation of stocks of jute goods with the mills at Calcutta. A 
series of reductions in the Indian jute export duty failed to stim- 
ulate foreign demand and Indian purchases of raw jute in Pakistan 
markets therefore continued to decline. Meanwhile, non-Indian 
manufacturers who had developed their markets under the 
protection of heavy export duties in India were adversely affected | 
and purchases of raw jute were reduced, as inventories accumu- 
lated with them. The result was a sharp decline in raw jute prices 
to Rs. 108-2 per bale less than a year after they had touched their 
post-Partition peak. A price-support programme was inaug- 
urated, but difficulties in absorbing jute offerings in the internal 
market and selling them overseas led to a reduction in the support 
price from Rs. 23 to Rs. 17 per maund (bottom quality) in the 
middle of 1952, while the export duty was cut to less than half. 
This revived demand to some extent, but a large crop in 1952-3, 
coupled with a large carry-over led to a decline in interior market 
prices and distréss sales were reported. Rice prices were steady 


1 bid. 
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and the reviving foreign demand for jute towards the end of the 
season brought an improvement in its prices. 

5. January 1953 to September 1954. A growing shortage of 
manufactured goods was the major price-influence in the eastern 
wing as it was in the west. However, since many of the new in- 
dustries (especially cotton textiles, soap, hosiery goods, &c.) were 
located in the western wing, the slight offsetting relief provided 
to the population of that wing was either absent or took much 
longer to be realized as manufacturers turned to East Bengal for 
markets only after conditions became more competitive in West 
Pakistan; hence the period of rising prices was drawn out longer. 
A rice deficit persisted until almost the end of 1953 and prices 
remained fairly high until the arrival of a bumper aman crop 
completely transformed the situation. Rice prices declined and 
the province was able to build up an emergency reserve and to 
declare a surplus of 59,000 tons for export, the first time in its 
history. Increased production was partly the result of good 
weather and partly the diversion of some acreage from jute, where 
a 60 per cent. reduction in licensed area was enforced for the 1953-4 
crop. ‘This had the favourable effect of reviving jute prices, 
which had in the first few months of 1953 touched (as in cotton) 
the lowest internal level since Partition. Thereafter, the removal of 
the licensing fee of Rs. 2-8 on exports to India and the expectation 
of a smaller crop revived overseas demand and prices ruled high 
until the early part of 1954. Prospects of a larger crop in the 
1954-5 season again tended to depress prices, but with the coming 
of the floods—the worst the province had experienced, both jute 
and rice prices rose. During this period the provincial budget was 
probably an inflationary factor as there was a large deficit on 
revenue account. The balance of trade with the rest of the world 
was only Rs. 196-7 million in 1952-3 and only Rs. 137-2 million 
in 1953-4, being reduced because of a heavy deficit of Rs. 210-3 
million in West Pakistan.} 

6. October 1954 to Fune 1955. As the floods receded and con- 
ditions returned to normal, the price level might have been 
expected to decline. Rice prices were brought down as the 
underlying situation (despite a smaller crop) was one of surplus. 
Jute prices, however, continued to rise until early in 1955 and 
then relapsed in expectation of a bumper crop. A rising supply of 


1 Tbid. 
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manufactured goods began arriving from the western wing, and 
while scarcity of foreign goods continued, it was alleviated to the 
extent of flood-relief aid (mainly drugs and textiles) distributed 
by the U.S.A. The budgetary factor remained inflationary, the 
revenue deficit in 1954-5 being slightly less than in fiscal 1953-4 
while large disbursements for state trading were financed by 
increasing the floating debt to the commercial banks. The 
surplus in trade was higher in 1954-5 at Rs. 315-1 mill’on com- 
pared to the past three years. 

7. Price trends since mid-1955. Prices in both wings show a sharp 
rising trend. The devaluation of the Pakistan rupee at the end of 
July 1955 brought a rise in the rupee price of exports and imports. 
The index of the unit values of imports rose from 85-4 in the 
second quarter of 1955 to 128-4 in the final quarter, and has since 
moved up to 136-8. The rise in rupee landed costs was intensified 
by an increase in foreign prices by an average 6 per cent., reflecting 
world-wide inflationary conditions. However, the prices of 
imported items at the retail level appear to have risen less than 
proportionately because in the preceding period of severe restric- 
tions on imports, their retail prices reflected market scarcities, and 
bore only a tenuous relation to landed costs. It follows that a part 
of the incidence of the rise in the latter fell on ‘traders’ profits’ .? 
Similarly, export prices in rupee terms rose sharply, but not in 
proportion to the devaluation. Money-incomes in the export 
sector would be expected to rise, partly due to the improvement in 
prices and partly to the increase in production resulting from the 
incentive of the exchange rate adjustment. 

The upward leverage exerted by the devaluation was re- 
enforced by other factors in the economy. In 1955-6 the production 
of rice fell from 8-4 million tons to 7-2 million tons. The wheat 
crop, at 3:3 million tons, was also lower than in 1953-4, a year 
free from food shortages. Requirements were higher, due to rising 
population and the growth of incomes in the rural areas resulting 
from the rise in rupee prices of cash crops after devaluation. The 
shortages were greater than the decline in output, because market 
availabilities declined even more due to increased consumption 
on the farms, and hoarding. The rise in food prices is clearly 


1 Tbid. 
2 ‘Devaluation—An Assessment’, State Bank of Pakistan Bulletin, November 


1953. 
SiGf. Pp. 33,:t.2. 
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reflected in cost-of-living indices. Other prices may have risen 
in sympathy with food prices, but their behaviour is obscured 
by lack of data. The food shortages necessitated large-scale 
imports of grains and, due to devaluation, their rupee landed 
costs were much higher than prevailing prices for domestic grains. 
While Government sought to subsidize imported food to some 
extent, there had to be an increase in retail prices, even after 
imported supplies became available. 

In 1955-6 there also occurred a rise in foreign exchange reserves, 
indicating a very heavy surplus in the balance of payments in the 
private sector. While this was partly offset by the rise in foreign 
aid imports, there remained a net inflationary influence on this 
score. 

Finally, Government accounts were unbalanced by heavy 
expenditures on flood relief and rehabilitation, by the growing 
momentum of the development programme, and the large local 
outlays (not wholly reflected in the Budget) of the aid-induced 
growth of the defence establishment. (See Table XLVI supra 
and the discussion at the end of Ch. XVIII). 

The accumulation of inflationary potential is reflected partly 
in the rapid increase in money supply in the last two years: 


CHANGES IN Money Suppty! 


(millions of rupees) 


End of Fune Increase during year 
1951 3,156°3 
1952 3,345°0 188-7 
1953 35447°7 102°7 
1954 3,666°0 2183 
1955 4,073°6 407°6 
1956 4,683°9 6103 


This rise in money supply is in contrast to the decline in 
national income (at constant prices: average of 1949-50 to 1952-3) 
by Rs. 341 million in 1955-6, compared to the preceding year. 
The decline in agricultural production and the continuing adverse 
movement in the terms of trade (intensified by the devaluation) 
were the main factors in this decline, only partially offset by the 
rise in income from manufacturing and mining, banking and 
insurance, &c. While an increase in money supply was partly 
absorbed by the growth of the monetized sector vis-d-vis the 


1 State Bank of Pakistan: Currency and Finance Report, 1955-6. Includes 
currency and coins in circulation plus demand deposits of scheduled banks. 
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non-monetized sector and by the growth of industry, it would be 
hard to escape the conclusion that the continuous rise in money 
supply in the past few years has reflected the growth of inflationary 
potential, especially in the light of the decline in real incomes. 

With the arrival of large quantities of food-grains, particularly 
under Aid programmes, and the growing volume of other Aid 
imports, as also of domestic industrial production, the rise in 
money supply and prices may be retarded. But the inflationary 
potential now existing in the economy could easily get out of hand 
in the absence of appropriate budgetary and credit policies. 


A. note on differences in price levels within Pakistan 


Although comprehensive statistical comparisons over a sufficient 
period are unavailable,! there is a general belief that the price 
level in East Pakistan has remained higher than in West Pakistan 
since Partition. West Pakistan is relatively more self-sufficient, 
in average years, in respect of important commodities. In normal 
years it had a surplus in food-grains in the past, whilst East 
Pakistan has depended in almost all except the most favourable 
years for a part of its rice supply on outside sources. A higher 
price structure for a staple food like rice must exert an upward 
pressure on prices of many goods and services. Again, agricultural 
production in West Pakistan is more varied. Some manufactur- 
ing capacity is actually surplus to the area, as in the case of cotton 
textiles and yarn, soaps, leatherware, cigarettes, salt, &c., which 
are supplied to the eastern wing with the necessary and rather 
significant freight charges. Again, difficulties of supply are 
intensified by deficiencies in marketing and transport. For many 
commodities, East Pakistan has depended on Indian supplies, 
which have sometimes been erratic and expensive. ‘The marketing 
chain appears to be peculiarly vulnerable to speculative operations, 
causing periodic shortages in the case of some commodities, such 
as salt. Transport, as suggested earlier, was an acute problem in 
the past, since imports other than those from India had to be un- 
loaded at Chittagong (and only lately at Chalna). Moreover, 
Chittagong is far from its hinterland districts and the transport 


1A comparative study was conducted by the Central Statistical Office, 
Government of Pakistan, in collaboration with the Department of Statistics, 
Government of East Bengal, for a given date in 1951. (Price Trends in Pakistan, 
Karachi: Manager of Publications, 1951.) 
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of goods by rail or river for long distances into the interior results 
in higher costs of transporting and handling the goods. Nor is 
Chittagong equally efficient throughout the year; the monsoons 
bring savage storms which not only add to clearing difficulties 
but raise storage and spoilage costs. Difficulties of synchronizing 
arrival of and clearance of goods at importing points create 
temporary scarcities which are exploited by merchants. With a 
wide-open border, smuggling of imported goods to India has been 
easier, particularly during the period when the Pakistani and 
Indian rupees had different values. The proximity of a great 
consuming market at Calcutta has at times diverted substantial 
quantities of goods, leading to artificial scarcities and higher 
Prices. 


XXIV 


AGRICULTURAL AND 
INDUSTRIAL LABOUR 


respectively with agricultural labour, urban industrial 
workers with special reference to the trade union move- 
ment and labour welfare, and labour legislation. 


[oes chapter is broadly divided into three sections, dealing 


I. AGRICULTURAL LABOUR 

As indicated in Chapter I there were 1-65 million landless 
agricultural labourers in the country in 1951, or 10 per cent. of 
the total rural labour force. ‘The number of agriculturists working 
for hire in addition to cultivating land owned or rented by them 
was also substantial. According to the Census returns, somewhat 
over 659,000 tenants were reported as working for hire. The 
Census did not collect information on the number of owners 
who were doing the same. It is generally known that owners of 
smallholdings are often driven to supplement their meagre 
earnings from their own plots by renting additional land as well 
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as by selling their labour. Darling reports their number to be 
‘appreciable’.1 

A majority of the landless labourers were found working in the 
eastern wing of the country, where they constituted more than 15 
per cent. of the rural labour force of 10-7 million. Growing 
pressure of population on a relatively static cultivated area led to 
uneconomic and fragmented holdings, involving continuous 
resort to credit until the cultivator was dispossessed by the 
creditor or forced sales occurred in order to meet dire emergencies 
like flood or drought, illness or loss of cattle. Often, the holding 
became so small that the owner found it necessary to rent it out 
while he himself rented a larger holding or, failing that, took work 
as a hired labourer. The percentage of the landless is much 
lower in the western wing where density of population is less 
and land is relatively less scarce. Where this is not true, as in 
the arid wastes of Baluchistan or the thickly populated and settled 
parts of the N.W.F.P., the percentage of the landless is much 
higher than elsewhere, being 10-8 per cent. in Baluchistan and 
5:2 per cent. of the agricultural labour force in the parts of the 
N.W.F.P. in question, against 1 and 2-7 per cent. in the Punjab and 
Sind respectively. 

Agricultural labour is broadly classified by Darling as 
‘permanent’ workers ‘engaged for at least six months continu- 
ously’ and ‘casual’ labour ‘engaged and paid for day by day’. 
A special category of the latter is ‘seasonal’ labourers, temporar- 
ily employed for specific agricultural operations, such as harvest- 
ing, cotton-picking, rice-transplanting, weeding, jute-retting, and 
cleaning, &c. Such labour is sometimes ‘migratory’ in that it 
comes from another district or province and at times it is ‘con- 
tract’ labour, being procured for the purpose by contractors, 
instead of being directly recruited by its employers. Another 
category is that of ‘plantation’ labour—a type intermediate 
between purely agricultural and purely industrial labour, though 


1 ‘An inquiry of 1939 showed that roughly one out of every five owners in the 
Punjab owned less than one cultivated acre, one in two less than 3 acres, and 
two out of three less than 5 acres. So small were owners’ holdings that for 
over 50 per cent. land revenues averaged less than Rs. 2.’ (Sir Malcolm Darling, 
I.L.O. Expert, in Report on Labour Conditions in Agriculture in Pakistan, p. 47.) 
Darling quotes Proprietary Holdings in the Punjab, 1939, published by the 
Punjab Board of Economic Enquiry, and Report of the Land Revenue Committee, 
1938. The present section draws heavily on Darling’s report, based on a survey 


in 1954. 
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said to ‘live under conditions which are nearer to those of agri- 
culture than to those of organized industry’.} 

The basic problems in the labour field relate to wage-rates 
of the different categories, hours of labour, leave and holiday 
regulations, other conditions of employment, and especially the 
extent of underemployment in che rural areas. A question of 
utmost significance concerns the trend of wages over the past few 
decades, their adequacy for supporting the labourer and his 
family, and the standards of consumption by which this adequacy 
can be judged in the absence of price data extending over long 
periods. It is difficult to make adequate comparisons of real 
wages, even if relatively complete data on wage rates were avail- 
able, which is not the case. While in general terms the ‘stretch of 
custom in the village . . . had never allowed him more than the 
barest living wage’, the wages paid to agricultural labour were 
found to vary between ‘remarkable extremes’.2 Normally, the 
daily wage-rate payable to the casual labourer appears to be higher 
than that of permanent hands, and this is especially true of seasonal 
harvesting when there is a ‘greatly increased demand for labour 
and longer hours of work, generally under a broiling sun’. How- 
ever, there is a problem of comparison, since such work is gen- 
erally paid on a piecework basis and in kind, e.g. the cotton picker 
may receive from one-twelfth to one-sixteenth of the crop picked, in 
wheat the payment varies from one-tenth to one-twentieth of the 
field cut, &c. However, casual labour is often unemployed for 
long periods during the slack seasons and if work is available dur- 
ing such seasons the wages are much lower. Wages vary, quite 
understandably, in accordance with degree of skill required in the 
work, proximity to urban centres, intensity of cultivation, size of 
crop in any given year, and the mobility of labour. It may be 
useful to study the facts of regional and other variations in wage- 
rates, before taking up the questions of the adequacy of and the 
trend in real wage-rates. raised earlier in this chapter. 

At the outset it may be noted that no systematic data on money 
wage-rates in the country have as yet been compiled. The figures 
given below are, therefore, reproduced from information col- 
lected by Sir Malcolm Darling on his trips in the countryside. 


1 Report to the Government of Pakistan on a Comprehensive Labour Survey, 
(1.L.0., Geneva, 1953). Quoted by Darling, op. cit. 


2 Darling, op. cit., Ch. II, para. 39. 
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Payment of wages in kind was quite common for all kinds of 
labour, and part of it might be in the form of meals provided, or 
clothes and tobacco. It was therefore necessary to impute cash 
values in order to obtain comparable results.1 A fairly reliable 
series relating to wages paid on government farms was collected 
by Darling and is reproduced in Table LXX. 


East Pakistan 


The heavy pressure of population on a limited cultivated area 
has been noted as the reason for the large percentage of landless 
labour in the province. Density exceeds 1,000 per square mile in 
five of the sixteen districts, while population increase is fairly 
rapid. Competent observers consider the figure of 1,990,892 
agricultural workers reported in the 1951 Census as a grave under- 
estimate, at least when one includes tenants working for hire, 
landless labour, and ‘other agricultural workers’. 

The abundance of casual labour throughout the year plus the 
preference of owners of large holdings for renting out their land 
rather than hiring permanent labourers has greatly restricted the 
demand for permanent workeis. Even the government farms hire 
their labourers on a daily basis, with no right of notice of dismissal 
or leave or holiday with pay, even though such employment may 
last for considerable periods. There is, therefore, a class of 
‘semi-permanent’ labour, receiving wages ranging between a 
maximum of Rs. 35 per month to a minimum of Rs. 23, except for 
the Chittagong area where government farms paid Rs. 45, pre- 
sumably because of sparse population, proximity to the port, and 
a higher cost of living. 

Casual labour is required for the three rice harvests, the two 
rice transplantings, the ‘retting’ of jute as well as the weeding of 
jute. While the average wage was about Rs. 1-4 daily at the time 
of Darling’s study, it rose during the harvest and other busy 
seasons to Rs. 2 or Rs. 2-4, and even more in Chittagong and 
certain other industrial areas. On the other hand, there was an 


1 Darling prices one maund (about 83 Ib.) of wheat at Rs. 12, and where 
meals are provided, two or three meals per day are equated to one maund of 
wheat per month. Tobacco and clothing (including shoes) are each valued at 
Rs. 25 for West Pakistan. For East Bengal the value of meals has been taken 
at Rs. 15 a month, that being assumed to be ‘a fair average price for a maund 
of rice in the village’. Clothes are taken at Rs. 15, ‘for fewer and thinner 
clothes are needed there, and no shoes’. See Darling, op. cit., Appendix A. 


No. and type of workers 


I. PERMANENT 
Punjab: 
Central Districts 


Montgomery 
Jhang 
Mianwali 


Rawalpindi 
Lyallpur 


N.W.F.P.: 
Peshawar and Kohat 
Districts 
Ploughmen 
Sind 
Nawabshah 
Larkana 


II. Sem1-PERMANENT 
East Bengal: 
Dacca 


Chittagong 


Chittagong Hill Tracts 
Khulna 


Bakarganj (Barisal) 


III. Casuau 
N.W.F.P.: 
Peshawar 


Hazara (Haripur) 


East Bengal: 
Mymensingh 


Rajshahi (Govt. sericul- 
ture nurseries) 


Bakarganj 


rable LXX 


Rates Value in 
; rupees per 
(in rupees) ees 
51-8 to 54 per month 618 to 648 
49 a 5 588 
51-8 - Ks 618 
44-8 to54 4», » 534-6 to 648 
51 » »» 612 
51-8 to55 5, Fr 618 to 660 
Rs. 1-8 per day 540 
Rs. 46 per month 552 
Rs. 37-8 per month 450 


Rs. 1-4 a day (Rs. 1-8 450 
for an experienced 
labourer) i.e. Rs. 37-8 


p.m. 
Rs. 1-8 a day, i.e. Rs. 45 540 
p.m. 


Rs. 1-8 a day, i.e. Rs. 45 540 
p.m. 

Rs. 1-4 a day with 
Rs. 1-10 for soos 
ploughmen, 

Rs. 37-8 and Rs. 48- as 


450 to 585 


p-m. 
Rsj) f-4.:a day, ie. 1.450 


Re. 1 (adult male) 12 
to 14 As. (woman). 

Re. 1 to Rs. 1-12 (ac- 
cording to efficiency). 


Re. 1 to Rs. 1-8 per day, 360 to 540 
according to season 

and capacity, _ i.e. 

Rs. 30 to Rs. 45 p.m. 
Rs. 1-8 to 2-8 (ordinary 

daily rate or Rs. 1-8 

plus 3 meals (at har- 

vest and other busy 

seasons) 

Rs. 1-4 


Source: Darling, Report on Labour Conditions in Agriculture in Pakistan. 


EI 


Waces Paip To AGRICULTURAL LABOUR ON GOVERNMENT FARMS, 1952-3 


Remarks 


Re. 1 p.m. deducted for 
quarters. 


Re. 1 p.m. deducted for 
quarters. 


Rs. 2 p.m. deducted if 
quarters provided. 


The rate was about to be 
raised to Rs. 45 p.m., i.e. 
Rs. 504 p.a..\7 days a 
week of 8 hours each 
have to be worked; 7 
religious holidays allow- 
ed p.a. but without pay. 


Paid for 7 days of 8 hours 
each week and no paid 
holidays; some get 
quarters. 

8 hours a day 25-30 
labourers employed on 
2 farms. 


Free quarters. 


The wage was reduced in 
October 1953 from 
Rs. 1-8 owing to the 
reduced demand for 
labour. 


Free quarters but no 
holidays with pay. The 
labour is employed on a 
daily basis. 


Until Oct. 1953 Rs. 1-8 
was paid. 
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acute problem of underemployment during the slack season and 
the wage fell to Re. 1 or less, while in some remote areas, or 
areas without easy access to urban markets, it fell to As. 8 per 
day. This irregularity of employment for about half the year 
means intense human suffering, and Darling reports that workers 
were sometimes ‘driven to give their labour in return for food in 
order to live’.1 

Migratory labour is mostly found on an inter-district basis 
in the province. The shortage of water supply in the overcrowded 
districts of Noakhali and Tipperah (except during the monsoon 
season) leads to a large-scale movement from these districts to their 
neighbours for harvesting and transplanting. This is also true, 
on a somewhat smaller scale, of Dacca, Faridpur, and Jessore. 
The district of Mymensingh exports labour in the middle of 
March for the cutting of the boro rice crop which must be harvested 
quickly in the near-by sections of Sylhet. There is a reverse 
movement into the district, later in the year, for the transplanting 
and weeding of the aman rice crop and the harvest of aus and 
aman crops. Jessore is another large importer of casual labour. 
The exact number of workers involved cannot be estimated 
accurately. Before Partition there was a substantial movement 
into the western districts of the province from Bihar and the 
Uttar Pradesh at harvest time, but this has ceased. Similarly a 
movement out of the province into the Arakan District of Burma 
came to an end with the Second World War. Little information 
is available on contract labour in the province. Darling came 
across one case of agricultural labourers working under contract 
at the Chalna Anchorage.? 

Plantation labour in the tea gardens of Sylhet is a special 
category of agricultural labour, found only in East Bengal. 
Most of the workers hail from other provinces of India and are 
non-Muslims. The basic wage was Re. 1 for male and As. 15 
for female labour on the better-managed estates in 1953-4, and 
was paid on a piece-rate basis. However, the ‘norm’ could be 
met in four to eight hours, depending on the skill and energy 
of the labourers, so some earned considerably higher wages. 
Also, employment was available for the entire family.* In general 


1 Op. cit., p. 201. 2 Op. cit., p. 24. 

3 In other parts of East Pakistan women are rarely employed, partly because 
of purdah of many Muslim women in rural areas and partly due to their in- 
ability to find work. 
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the estate labour seems to be better off than agricultural labour 
generally, with house and garden provided and usually a bonus 
at the end of the year. Roughly 10,800 workers were employed 
on Sylhet’s 110 tea-gardens in 1952. 

Despite the close proximity of workers living on the tea estates, 
there is little indication of organization. While the problem 
is considered for other agricultural labour later in this chapter, 
it might be pertinent here to refer to complaints of union leaders 
trying to organize plantation labour. They claim that difficulties 
of access, which are considerable in any case by virtue of the ter- 
rain, are often artificially aggravated by planters who sometimes 
shut in hundreds of workers in the labour barracks and sue for 
trespass any union organizers who venture into them.? It is 
significant that the I.L.O. Mission on ‘Industrial Labour in 
Pakistan’? found it necessary to make special mention of the 
‘rights of plantation workers to freedom of association’ and 
recommended that the ‘necessary facilities enabling them to 
exercise the rights which have been recognized by the Pakistan 
Tea Association should be written into law’. 


West Pakistan 


While the density of population is less by a very wide margin 
than in East Bengal, the pervading shortage of water and the 
growing population have led to the formation of a fairly substan- 
tial class of landless labourers. The net influx of refugees and 
the allotment of uneconomic holdings to many have intensified 
the pressure on wages and living conditions in large parts of the 
region. 

In the former Punjab province, the rates for ‘permanent’ 
labour on government farms appear to indicate a much higher 
wage rate than in East Bengal. The rate of Rs. 50 per month for 
an eight-hour day (nine hours in summer) with eighteen days 
casual leave, four public holidays and a half-holiday on alternate 
holidays at full pay represents about the best employment available 
to agricultural labourers in the entire region, except for a few 


1 For source of material, see p. 438 infra, n. 1. 


2 Report to the Government of Pakistan on a Comprehensive Labour Survey 
(I.L.0., Geneva, 1953). The survey of labour conditions dealt largely with 
workers in commerce and industry, including plantation labour, which, owing to 
its dual character, was covered by this survey as well as by Sir Malcolm Darling. 


FC 
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progressive private landlords. Within the Punjab there are wide 
differences, a monthly wage of only Rs. 20 having been reported 
by Darling as common in Muzaffargarh and D. G. Khan, resulting 
from ‘excessive population and extreme immobility on the part 
of labour’ as well as extraordinary harshness on the part of the 
landlords. Elsewhere in the Punjab Rs. 35 is a common monthly 
wage, including as it does the cash value of remuneration in kind. 

For casual labour, the most common rate in the Punjab is 
Rs. 1-4 to Rs. 1-8, except in the south-western districts, between 
the Indus and the Sutlej, with large concentrations of refugees, 
where Re. 1 was the more common rate at the time of Darling’s 
survey. In other parts of West Pakistan, wages are generally 
lower than in the Punjab. In the N.W.F.P. there was little 
‘permanent’ employment, as the cultivators on the small farms do 
most of their own work, with their families. In Baluchistan where 
shepherds outnumber landless labourers, the former are 
generally paid in kind, receiving in Quetta tehsil ‘one-sixth of all 
male and one-twelfth of all female lambs and kids born, plus 
food’.1_ In the four summer months the pay is Re. 1 per ten 
animals plus a sixth of the wool. 

Migratory labour in West Pakistan generally moves from un- 
irrigated tracts depending on scanty and capricious rainfall to 
better situated areas. There is a substantial seasonal movement 
from Baluchistan, sometimes in the form of contract labour, into 
Upper Sind for the wheat and paddy harvests and to adjoining 
Punjab districts. Similarly there is a movement from the eastern 
Thar and Nawabshah areas to Lower Sind for inter-culture, 
cotton-picking, and wheat-harvesting. At other times of the 
year there is a migration from paddy-growing areas to wheat 
areas in Sind. 

As in East Bengal, casual labour, whether migratory or other- 
wise, is able to find regular employment only for some five 
months in the year? during which extra labour is required in 
the irrigated tracts for the harvesting, threshing and winnowing 
of grain, and for the picking of cotton. For the rest, employment 


1 Darling, op. cit., p. 156. 


2 Agricultural Labour and Wages in the Punjab: An inquiry conducted by 
Umar Khan Niazi under the supervision of Dr. Ali Asghar Khan (Board of 
Economic Inquiry, Punjab, No. 106, 1954). ‘The inquiry covered 5,000 
families in fourteen villages in different parts of the Punjab. 
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is uncertain and of short duration. Average wages, even on 
government farms, were not estimated to exceed Rs. 25 per month 
and on the average family earnings of casual agricultural labourers 
in the Punjab were found to be only Rs. 1-2-7 daily or Rs. 34-13-6 
monthly.t Another survey, covering seven families of agricultural 
labour, indicated an average net income per family of less than 
Rs. 30 per month and about Rs. 12 per adult male unit with a 
minimum of Rs. 7 per month per adult male in one case.2 With 
the evidence of lower wages in other parts of the country, these 
figures for the Punjab would suggest a more unfavourable situation. 

With such low rates for casual agricultural labour, Darling 
has posed the question how they managed to live on so small an 
income, and has suggested some tentative conclusions. On the 
basis of rough calculations of the minimum annual requirements 
of a family of five in East Bengal for rice (Rs. 384), miscellaneous 
articles (Rs. 60), and clothes (Rs. 75), he concludes that apart 
from government farms, none of the rates given for ‘permanent’ 
labourers come up to this figure, even though it makes no provision 
for costs of medicines, education, transportation, or similar 
amenities. Lhe casual labourer is still worse off, although he 
may have a small plot of land, or his wife may earn a little through 
spinning or rice husking.? The condition of casual labour in 
West Pakistan appears to be little better (though numbers involved 
are small) and the labourer is considered to be ‘much worse off 
than other village elements’. 

A comparison of agricultural wages over several decades 
leads to a similarly depressing conclusion. Taking nominal 
wages and prices of the staple crop of rice in East Bengal, Darling 
suggests that ‘real . . . wages have not risen in the last forty or 
fifty years, rather indeed . . . they have fallen’. Of the four dis- 
tricts from which figures were taken it was found that while 
money-wages had risen to 34 times the earlier level in two of them, 


1 Farm Accounts and Family Budgets of Cultivators in the Punjab (1949- 
50). An inquiry conducted by Malik Amanat Khan and Ch. Karam Rasal 
(Board of Economic Inquiry, Punjab, No. 108, 1954). The inquiry covered seven 
families of agricultural labourers, three in Lyallpur, three in Gujranwalla and 
one in Muzaffargarh. 


2 Darling (op. cit.) goes on to state: ‘But to what extent this is done is not 
known. ... What is known is that many labourers do not get enough to eat, 
and when supplies fail some are driven to give their labour free in return 
for enough paddy or rice to keep body and soul together.’ 3 Ibid. 
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to 3 times the earlier level in one and 5 times in the other, com- 
pared with the first decade of this century, the price of paddy or 
rice has risen from 3} to 63 times the earlier level. In West 
Pakistan also it is suggested that ‘real wages do not appear to have 
risen’. 

In view of the highly unfavourable conditions of employment 
for rural labour, the question might arise as to whether efforts 
are being made to improve their lot through organized effort. 

In general, there is little organization, mainly due to the 
overwhelming pressure exerted by the growth of population, to 
which are added the handicaps of illiteracy, and their scattered 
locations. A solitary exception is perhaps the Sind Hari 
Federation! which claims to have set up small units in 
seventy-four out of 3,400 villages of the former Sind province. | 
Committees of hari labourers were formed, their objectives 
apparently being limited to making representations for better 
treatment from zamindars or large land-owners (see Chapter VI) 
without any attack on the existing system. Some attempts have 
also been made to set up co-operative marketing organizations 
under the auspices of the same committees. These limited efforts 
are reported to have encountered stiff resistance from the land- 
owning classes, and active social workers have reported that some 
zamindars have had organizers assaulted or have framed allegations 
of criminal trespass. In East Bengal the former Dacca Trade 
Union Federation claims 110,000 rural workers in Tipperah 
District, organized since 1949-50 into the Parba Banga Shaukata 
Sramik Samiti. 

However, some agricultural labour has been canvassed with 
political motives by leftist groups like the Sind Hari Committee 
operating since 1936 in Sind with claims of having afhliates in 
some few hundred villages. In the Punjab the Kisan Sabha 
and the Socialist Party of Pakistan have similarly published 
reports of their successes in organizing the peasants, while in 
the North-west Frontier region the Kisan Jirga is said to be | 
working to the same end.? | 


1 To be distinguished from the Sind Hari Committee, described below. 


2 Material for labour organizations was collected in 1949-50 by personal 
interviews with prominent union workers in West Pakistan by one of the 
authors. Preliminary conclusions were published in The Pakistan Economist 
(June 1951), as ‘Prospects for the Growth of Trade Union Movement in 
Pakistan’ by Azizali F. Mohammed. 
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2. INDUSTRIAL LABOUR 
Of the non-agricultural labour force of 6-5 million, as reported in 
the Census of 1951, the number working in organized industry 
is but a small part, since several million are artisans engaged in 
cottage industry, fishermen, herdsmen, &c. According to the 
I.L.O. Survey Mission Report, the following distribution within 
organized ‘trades’ prevailed in 1952: 


Table LXXI 
LasourR DISTRIBUTION BY ORGANIZED 'TRADES 
Workers in factories subject to Factories Act 190,870 
Railways 210,980 
Mercantile Marine 86,745 
Docks and Ports 14,700 
Inland water and other transport 222,880 
Mines 10,845 


Under the first sub-head, the figure may be at least doubled if 
employment figures for the Census of Manufacturing (for 1953 
and 1954) are taken into account. Moreover, the Factories Acts 
cover only industrial undertakings employing twenty or more 
workers ‘and in any part of which a manufacturing process is 
being carried on with the help of mechanical power’. In addition, 
there are many factory units not normally covered by the Act 
as they may employ less than twenty persons, e.g. iron foundries, 
shoemakers, oil presses, rice cleaning mills, wheat flour mills, 
jute presses, cotton ginning factories, &c. Their number would 
not be less than that of units covered by the Factories Acts. 
However, even when these are included, the number of workers 
employed in industry proper would probably be under a million 
at the present time. The number in other categories of urban 
employment would be larger than that when account is taken of 
the 300,000 workers in commercial establishments (estimated 
by the Survey Mission) and government servants, not including 
employees of the defence services. 

Despite the strong encouragement provided by Partition 
to commercial and industrial growth in Pakistan, the conditions 
of employment of the urban proletariat have apparently improved 
very little. The influx of refugees into the towns was probably 
the chief cause of this outcome. Non-agricultural refugees 


East Bengal 


IQ51 
1952 
1953 

Punjab 
1951 
1952 
1953 


N.W.F.P. 


IQ5I 
1952 
1953 
Karachi 
IQ51 
1952 
M1 2953 
Sind 
IQ5I 
1952 
1953 


Baluchistan 


IQ5I 
1952 


1953 
All Pakistan 


1951 
1952 
1953 


Source: Labour Bureau, Central Ministry of Labour, Government of Pakistan. 
(Figures for 1953 provisional.) 


Note: Includes employees coming under the purview of the Payments of Wages 
Act and drawing less than Rs. 200 per month. 
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settling in West Pakistan’s towns appear to have exceeded the 
evacuees leaving those towns for India, and in addition many 
agricultural refugees, especially in Sind, tended to drift into 
the towns due to poor economic conditions in the rural areas 
(see Chapter XXV). The 1951 Census clearly indicated the re- 
markable growth of urban areas as a result of refugee settlement 
(Table LXXX), and the influx was continuing with the entry 
of more immigrants from India into both wings of the country. 
Apart from increasing the pressure on unskilled labour groups, 
this factor has also had the effect of altering what was in 
the past a distinct characteristic of the urban labourer in un- 
divided India, viz. the link with the land. The typical labourer 
would return to his village at the end of each year or whenever 
dissatisfied with his industrial employment. This can seldom 
be true of recent immigrants. Since in most cases they brought 
their families, the housing problem in the towns has been in- 
tensified and the Survey Mission characterized industrial housing 
conditions as ‘deplorable’. 

Industrial wages have not kept pace with the rise in prices, 
according to the Mission, and this is doubtless explainable by the 
circumstances described above. Table LXXII indicates wages of 
several categories of industrial workers. Matters concerning the 
payment of wages, hours of employment, workmen’s compensa- 
tion, &c., are regulated by legislation and are discussed in the last 
section of this chapter. 

We may now turn to the problem of industrial labour organiza- 
tion, starting with the rather scanty and unsatisfactory statistics 
thus far available. On one side are the ‘claims’ of several trade 
union ‘federations’ regarding the number of their afhliated unions 
and their membership. Most of the unions ‘claimed’ are not 
registered under the law, and since the conditions for registration 
are relatively simple, it is difficult to appreciate why bona fide 
unions fail to avail themselves of the privileges attaching to such 
registration. On the other hand the official returns for ‘registered’ 
and ‘recognized’ unions are of limited significance, since not all 
registered unions are regular in their annual reports to the Regis- 
trar of Trade Unions, despite the threat of cancellation of 


1 Anti-government quarters often have a too-ready explanation: unions 
unacceptable on ideological or other grounds have found their applications 
for registration pending for unaccountably long periods. 
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registration, and even when they do send in returns, the informa- 
tion is often incomplete or otherwise defective.1 Moreover, not all 
unions ‘recognized’ (by employers) are registered.2 Table LX XIII 
provides an occupational breakdown of membership in reporting 
unions. The following table brings out the dominant trend in 
both reporting and non-reporting unions: 


Table LXXIV 


REGISTERED 'TRADE UNIONS 


Year (end of) Members 


1950 I51 N.A. 

1951 309 393,137 
1952 352 394,923 
1953 394 424,563 
1954 382 410,755 
1955 (September) A53° 321,937 


Source: Office of the Registrar of Trade Unions, Department of Labour Con- 
ciliation, Ministry of Labour, Karachi. As this table includes estimates of 
membership in non-reporting unions, the figures do not tally with Table 
LXXIII. 


It is possible that year to year changes may reflect merely 
the variation in the number of reporting unions and their respective 
strength. However, there does appear an unmistakably rising 
trend in both the number of registered unions and their member- 
ship, and since the reporting units appear to constitute the active 
elements in the movement, the increasing numbers indicate 
growing alertness and efficiency on the part of the trade union 
movement. Having said this, it is also necessary to repeat the 
conclusions of the Labour Survey Mission to the effect that ‘the 
membership . . . forms only a fraction of the total number of 
industrial workers’ and the percentage of such workers who 
would have benefited in any demonstrable way from collective 
bargaining is even smaller. 

Before proceeding to a discussion of the reasons for this malaise, 


1 An example of the conflict of figures is quoted by the Survey Mission: 
the official registered union membership in East Bengal was 95,552 in July 
1952, but the claims of two rival ‘federations’ totalled 281,200, or more than the 
total membership of all the registered unions in Pakistan. 

2 For example, the number of unions ‘recognized’ but not ‘registered’ was 
estimated by the Mission at seventy-one in July 1952, with a total membership 
of 105,125. 

3 Excludes registered Federations. 
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it may be useful to draw out some of the major conclusions 
implicit in Table LXXIII. On a trade basis, the railway workers 
appear to be the most completely organized. This is not surprising 
since transport workers have always been in the vanguard of the 
labour movement in Pakistan and India as well as in many 
western countries. Next come the transport trades, viz. inland 
navigation, taxis, tongas, motor-lorries, tramways, &c. Next 
largest in membership are the unions of the post and telegraph 
workers, followed by the textile workers, where unionization has 
apparently been most extensive, with the rapid expansion of the 
cotton and jute industries. On a geographical basis, East Bengal 
appears to be the area in which union organizers have had their 
greatest successes, followed by the Punjab, Karachi, Sind, and 
the N.W.F.P.4 

In any assessment of the weaknesses and elements of strength 
in the trade union movement in Pakistan, the basic limitations 
cannot be too strongly emphasized: the small percentage of the 
population in organized trades, the general poverty and illiteracy 
of the workers, their traditionally weak bargaining position in 
an over-populated country and such post-Partition difficulties 
as the pressure of a desperate refugee population in the towns. 
In the earlier years of Pakistan another serious handicap was the 
multiplicity of ‘national’ federations and their unproductive 
strife. 

By November 1949 there were four ‘national’ federations, 
claiming from 32,000 to 213,000 members and each was an off- 
shoot of a former All-India organization. ‘There were some other 
strong groups, such as the Karachi Trade Union Committee, out- 
side all four federations. Early in 1950 the two East Pakistan 
organizations combined to form the new All-Pakistan ‘Trade 
Union Federation, and in September of the same year this or- 
ganization combined with the Pakistan Federation of Labour 
of Karachi to form the All-Pakistan Confederation of Labour, 
with two branches, called respectively the East Pakistan Feder- 
ation of Labour and the West Pakistan Federation of Labour. 
Some strong unions, such as the Chittagong Seamen’s Union and 
the Post and Telegraph Union remain outside the Confedera- 
tion. If the Confederation succeeds in maintaining a reasonable 


1 For convenience the names of the provinces recently combined to form 
West Pakistan are preserved in this connexion. 
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degree of unity and discipline it should develop into the nucleus 
of a strong labour movement with a prospect of growth paralleling 
the industrialization of Pakistan. It is affiliated to the International 
Confederation of Free Trade Unions. Its left-wing rival, the 
Pakistan Trade Union Federation (Lahore), is affiliated with the 
World Federation of Trade Unions (a communist-dominated 
organization). The P.T.U.F. formerly exercised considerable 
discipline over a few well-built railway and other units, mainly in 
the Punjab, but it has been weakened by the advent of the Punjab 
Labour League, a trade union organization with a leadership 
closely associated with the Muslim League.! The Labour League 
is affiliated with the West Pakistan Federation of Labour. Other 
political parties have shown an interest in trade union organiza- 
tion, but without much success. The Confederation is generally 
regarded as the most representative labour organization in Pakis- 
tan, and its nominees have been accepted by the Government of 
Pakistan as delegates to the meetings of the I.L.O. from 1950 
onwards. 

Another basic difficulty is the attitude of apathy on the part 
of workers toward their unions, and the rather restricted view 
of their responsibilities current among labour leaders. It is 
significant of the former that the income of trade unions in 1950-1 
was only Rs. 1-8 per member. The lack of regular and assured 
contributions merely confirms the first impulse of union leaders 
to believe that their main (if not only) function is to conduct 
strikes and negotiate with employers, and that social welfare is 
hardly one of their functions. A vicious circle appears to have 
been set up. By his inability to pay regular and substantial 
contributions to union funds, the worker keeps his union weak, 
while weakness of the union contributes to the continuation of 
low wages even when labour productivity is high enough to 
support a better wage-rate. Again, the worker has little induce- 
ment to give away any reasonable portion of his wages to the 
unions because they do not appear to promote his welfare actively, 
while his lack of support keeps the unions that way. 

The methods of recruitment of labour for industrial and public 


1 The difficulties of the Pakistan Trade Union Federation have sprung 
largely from factional strife and also from the detention of some of its leaders 
for subversive activities. It is now split into two parts, both with the same 
name, but with headquarters in different parts of Lahore. 
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works enterprises generally prevalent also weaken the workers’ 
solidarity and common purpose. The sardars and jobbers on 
whom most labourers depend for their employment have been 
hostile to labour organization, though the position in this respect 
has improved in perennial factories where labour officers have 
been appointed and help to minimize the hold of jobbers. 

The attitude of employers with regard to organization among 
their labourers continues, with honourable exceptions, to be 
definitely hostile. As the I.L.O. Mission emphasized, the fear 
of victimization by employers is a most important element in 
the weakness of the union movement in Pakistan. As long as 
many employers cannot be persuaded that a strong union, 
negotiating as an equal, and able to enforce compliance with the 
terms arrived at is also in their own interest, a very powerful 
obstacle to unionism will remain. 

It is often alleged that the private employers are only taking 
the cue from Government as an employer. Strong opinions 
have been expressed at the periodic Tripartite Labour Conferences 
by some labour representatives to the effect that the Government 
Servants’ Conduct Rules are not consistent with the I.L.O. 
Conventions, and further that Government departments are often 
guilty of discrimination and victimization against union executives 
and members. However, official policy toward administrative 
units of their employees must be distinguished from Government 
policy toward industrial units, for the rules relating to the 
latter are more liberal. Again, such charges probably relate to 
the actions of local officials who are not always conversant with 
Government’s policies toward labour, which appear on the whole 
to be progressive and enlightened. As officials gain experience 
in the techniques of labour relations and become more conversant 
with historical and world trends in that field, it may be expected 
that Government’s intentions will be more adequately im- 
plemented. 

Finally, among the causes obstructing a healthy development 
of the trade union movement is the presence of ‘outsiders’ in 
the leadership of the union movement. This is encouraged by 
sections 5 (e) and 22 of the Trade Unions Act, under which up 
to one half of the total number of officials of every registered 
trade union may be persons who are not actually engaged or em- 
ployed in the industry with which the trade union is connected. 
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The majority of the trade unions take advantage of this provision, 
and most of their leaders are professional men: lawyers and poli- 
ticians chiefly, and therefore not necessarily possessed of that 
sympathetic ‘feel’ for labour problems which a leadership drawn 
from the rank and file can command. They are often active for 
reasons of personal aggrandizement and since they are connected 
with a number of unions, their attention becomes divided or else 
their efforts to earn a living come in the way of their trade union 
work. Sometimes the outside leadership is overwhelmingly 
political as has apparently happened in the case of one of the 
Punjab federations. The I.L.O. Mission noted that professional 
persons sometimes hold office in several unions—one man being 
president of as many as twenty! 

It is difficult to suggest a clearly satisfactory alternative to the 
present widespread use of outsiders. Very few of the labourers 
themselves have the training and education which would enable 
them to take their place among union leaders of western countries. 
A vast labour educational effort is indicated.1 The International 
Confederation of Free Trade Unions has made a start by establish- 
ing a college at Calcutta for training labour leaders in South and 
South-east Asia. 

Meanwhile, the movement has several strong points which can 
be the basis for future progress. The trend towards amalgamation 
of unions has been mentioned. Trade unionism in Pakistan is 
helped by the homogeneity of labour, both in Western and 
Eastern Pakistan, each part of the country having a predominant 
language and culture, accepted by the great majority of workers. 
There is a measure of ideological and political unity among most 
unions, sincerely interested in building a strong and stable 
nation while advancing their own economic well-being. Al- 
though conflicts within unions due to primarily political objectives 
have been common, they have been less so than in many countries 
in recent years. Finally, the progress of Pakistan labour should be 
helped greatly by the expected enactment of a body of legislation 
to provide a legal framework for its balanced and healthy growth. 
Pakistan has shown willingness to learn from the I.L.O. as to the 
best accepted methods of solving labour problems. 


1'The I.L.O. Mission on Industrial Labour has recommended that ‘actual 
workers should receive training in trade unionism so that they can take over 
the management of workers’ organizations and the reliance on leadership by 
outsiders can be reduced and eventually eliminated’. 


® a 
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3. LABOUR LEGISLATION AND WELFARE 

The Indian Trade Union Act of 1926 is still the basic law in 
Pakistan. It recognizes workers’ organizations through a process 
of registration. It gives the unions immunity against civil or 
criminal proceedings in respect of trade disputes and of ‘further- 
ing any object of the trade unions . . . provided there is no agree- 
ment to commit an offence’. The executive officers are also 
protected from any undisciplined or unauthorized act committed 
by an individual member of the union. Registered unions may set 
up general funds to be used for financing any legal proceedings 
arising out of any trade disputes. This fund may also be used for 
social, educational, and religious welfare of members and their 
dependents. A separate fund may be constituted for the ‘promo- 
tion of civil and political interest of the members in furtherance of 
any of the objects of the unions specified in the Act’. 

The obligations accepted by the unions as a consequence of 
registration include the maintenance of proper account books and 
lists of members, subject to inspection by any member of the 
union. At the same time, a registered union must submit an annual 
return to the provincial government in the jurisdiction of which 
its head office is situated, the return to contain a statement of the 
assets, liabilities, receipts, and expenditures of the union. 

This is the only pre-Partition labour legislation which applies 
to the areas in Pakistan. It does not appear, however, to be 
sufficiently comprehensive, and acts to amend and extend it have 
been under discussion for some years. Such amendments would 
ordinarily provide for (a) compulsory recognition of a trade 
union by an employer, under certain circumstances, and (b) 
the definition of unfair practices by both employers and unions 
or labourers. The amendments will be an attempt to correct the 
hostility of many employers to the development of unions and will 
penalize both parties for any exhibition of irresponsibility in 
industrial relations.? 


1 There is no official check on returns since the framers of the Act assumed 
the exercise of internal checks by members themselves. Under present condi- 
tions, this assumption has proved unfounded. The I.L.O. Mission has recom- 
mended special audits of the financial accounts of recognized trade unions and 
those applying for recognition by a Permanent Industrial Court. 


2'Trade unionism in Pakistan should receive strength from Conventions 
Nos. 87 and 98 adopted by the I.L.O. concerning ‘Freedom of association 
and Protection of the Right to Organize’ and ‘Application of the Principles 
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Another set of laws concerns the settlement of industrial dis- 
putes through governmental machinery. Just before Partition 
an Industrial Disputes Act was passed. It was a comprehensive 
piece of legislation, revising all existing laws in the field and was 
subsequently applied to all provinces in Pakistan. 

The most important and also the most controversial provision 
of the Act is compulsory arbitration for the settlement of indus- 
trial disputes, as an alternative to mediation and conciliation 
efforts. At present Government may either utilize conciliation 
officers or refer the dispute to a Conciliation Board consisting of an 
independent chairman and two to four members. Alternatively, 
it may refer the dispute to an Industrial Tribunal which is em- 
powered to make an enforceable award. While settlement pro- 
ceedings are going on strikes and lockouts are prohibited. Workers 
in public utilities and industries declared essential cannot go on 
strike without giving adequate notice, setting forth their reasons 
for going on strike. Factories having 100 or more workers may be 
required to set up Works Committees representing workers and 
employers, to encourage co-operation and harmony. ‘This, how- 
ever, is a discretionary provision of the law—thus far not invoked. 

The Industrial Disputes Act has been variously criticized. 
Both employers and employees dislike compulsory arbitration, 
which to many seems to offend the sense of economic freedom in a 
democratic society. The Government justification has been that 
such reserve power would induce both parties to the dispute to be 
more reasonable, and more conscious of the necessity of arriving 
at a mutually acceptable settlement. ‘The suspension of the right to 
strike without adequate notice over a large group of industries 
is also resented as weakening the bargaining power of workers 
without providing commensurate compensation. 

In practice, labour legislation has proved reasonably effective 
and the conciliation machinery at the Centre and in the Provinces 
has established a record for good work, as evidenced by the absence 
of major strikes in recent years. Of the 505 disputes handled bythe 
Central Conciliation machinery since Partition up to 1955, only 
forty-three resulted in strikes and for only fifteen disputes did the 
Government find it necessary to appoint tribunals. The attitude of 


of the Right to Organize and Bargain Collectively’. Government have ratified 
the Conventions. Pakistan has also ratified and adopted the I.L.O. Convention 
No. 11 of 1921, relating to the rights of association of agricultural labour. See 
Appendix II to this Chapter for a list of labour conventions ratified by Pakistan. 
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employers seems to be improving although the large number of 
disputes brought before the government conciliation machinery 
suggests a lack of desire for direct negotiation on the part of the 
contestants. The I.L.O. Mission has made several suggestions 
regarding the conciliation machinery, i.e. that more officers be 
appointed and their status improved to enable them to keep in 
effective touch with industry ‘so that industrial troubles can be 
anticipated or quickly learned of and some action taken to initiate 
conciliation before the issue of strike notices, which usually 
intensify the antagonism between the parties’.+ 

Another body of legislation is concerned with labour welfare. 
Pakistan adopted the labour legislation in force in undivided 
India at the time of Partition. Since then, both the scope and 
content of existing laws and the machinery for promoting labour 
welfare have been subjected to a process of scrutiny and improve- 
ment. The provinces have concentrated so far on introducing or 
expanding legislation relating to maternity benefits, commercial 
establishments, &c., while activity at the Centre has been confined 
to amendment or extension or framing of rules under existing 
central laws relating to mines, dock labour, employment of 
children, industrial disputes, training and employment, &c. 
The only new central legislation since Partition in this field is the 
Employers’ Service Records Act (1952). Some I.L.O. Conven- 
tions have been ratified and it is proposed to incorporate them into 
the labour code. Meanwhile Pakistan invited I.L.O. experts, in 
1952, to examine proposals for fresh legislation in the labour 
field. ‘The inquiry revealed that, among other things, there was 
need for better labour statistics, and for immediate revision of 
many laws. Appendix I to this chapter gives a summary of the 
subjects dealt with by the Mission. Labour policy is formulated 
on the basis of joint consultation between central and provincial 
governments and representatives of employers and employees. 
Tripartite labour conferences and their standing committees 
meet periodically for this purpose. 

Pakistan has adopted the entire Factory Legislation which 
evolved in undivided India from 1881 to 1947.2 Legislation 


1 For statistics of labour disputes see Table LXXV. 


2 Including six laws and three amendment acts. The trend has been to widen 
the scope of obligations imposed, to increase the age-limits for child labour and 
reduce their hours of work. Female labour has been progressively regulated in the 
same way, welfare provisions have been improved and the working week shortened. 
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now in force applies to all factories employing twenty or more 
workers and using power-driven machinery. Female labour is 
forbidden in dangerous industrial processes or at night and is also 
restricted to a nine-hour work day. Where child labour is allowed 
it is restricted to five hours daily, and adolescents between fifteen 
and seventeen are treated as children if certified unfit for adult 
employment. A forty-eight-hour week and a nine-hour day are 
allowed for perennial factories and a fifty-hour week and a ten- 
hour working day for seasonal industries.1 Paid holidays of ten 
days for adults after a year of continuous service and fourteen days 
for children (twelve-fifteen years) are provided. Large industrial 
concerns employing more than 250 persons must, if so required, 
make arrangements for canteens providing service of specified 
standards. Health and safety rules are fairly detailed and rather 
advanced, but many of such provisions are discretionary and only a 
few have been enforced thus far. Factory Canteen (Model) 
Rules have been finalized after Partition. Allied to this legislation 
is the Industrial Employment Standing Orders Act, 1946, which 
provides for certification by Government authority of standing 
orders concerning detailed conditions of employment.? 

Besides this general legislation, specific enactments exist for 
individual industries. The Mines Act, 1923, regulates conditions 
of labour in coal mines (and since 1949 in oilfields), and prescribes 
hours of work, above and below ground, shifts, &c. According 
to the 1951 Census there were 11,152 persons engaged in mining, 
of whom about 55 per cent. are estimated to have been employed 
underground, 28 per cent. on the surface and 17 per cent. in open 
workings. The coal mines of the Punjab and Baluchistan employ 
about 70 per cent. of these workers, against 10 per cent. in the salt 
mines of the Punjab, g per cent. in limestone quarries, 8 per cent. 
in stone quarries and 3 per cent. in the chromite mines of Baluch- 
istan. Major revisions of the Mines Act are under way, so as to 
strengthen the provisions relating to safety and health, payment for 
overtime work, powers of inspectors, and maintenance of records. 

A Coal Mines Labour Welfare Fund was constituted in 1944 

1 Seasonal factories are cotton ginning, cotton or jute pressing, tea and sugar 


manufacture, and other manufacturing processes ordinarily not carried on for 
more than 180 working days per annum. 


2 Factories and workplaces outside the Act are covered by the different 


Shops and Establishments Acts of the provincial governments, with similar 
limits to working hours. 
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and placed on a permanent basis in 1947, financed through a cess 
of four to eight annas per ton of coal and coke. Its benefits are 
felt in housing, health, sanitation, medical facilities, schools, and 
transport. : 

A Merchant Shipping Act, 1923, regulates the recruitment of 
seamen and aims at their welfare. There are about 125,000 seamen 
of Pakistani nationality engaged in coastal and ocean-going traffic. 
About one-fifth of these are employed on board at any given time, 
as average employment is usually from six to nine months at a time, 
followed by long spells of unemployment. Partition accentuated 
this problem, since recruitment was done at Calcutta and Bom- 
bay, so that Pakistan seamen became ‘foreign’ after Partition with 
little protection against difficulties of accommodation, recruit- 
ment, family remittances, &c. To obtain employment they usually 
had to go to foreign ports where, quite naturally, nationals were 
given preference. Efforts to persuade foreign shipping companies 
to shift their recruitment to Pakistan ports have not been markedly 
successful. A Directorate of Seamen’s Welfare is charged with 
watching the activities undertaken for provision of facilities to all 
seamen in Pakistan ports, as also the welfare of all Pakistani 
seamen who go abroad. Welfare officers are posted at Karachi, 
Chittagong, and a few major foreign ports to ensure facilities of 
residence, recreation, religious amenities, health, &c. They also 
assist in mediation in trade disputes. 

There is also a Seamen’s Tripartite Board consisting of repre- 
sentatives of seamen, the Government, and various charitable 
institutions and employers to advise Government on the I.L.O. 
Resolutions on Seamen’s Welfare and on matters relating to 
residential accommodation and other amenities. It also mediates 
in case of dispute. 

The Government of Pakistan received Rs. 400,000 as its share 
of the Merchant Seamen’s Amenities Fund controlled from India. 
The object of the Fund is to give monetary help to institutions 
working for seamen’s welfare. In addition to Port Welfare 
Committees at Karachi and Chittagong there are four centres— 
three at Karachi and one at Chittagong—where seamen are taught 
simple English, Urdu, and Bengali, and also the customs and 
manners of foreign countries. Space in local hospitals has been 
reserved for sick seamen. 

Welfare activities of Government agencies (apart from those 
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undertaken by the railways) are also undertaken by the Public 
Works Department, the Mint, and at the Government-owned salt 
mines at Khewra. Both Central and Provincial departments 
ensure at the time of awarding contracts for public works that 
contractors provide certain facilities to workers directly affecting 
the health of the workers and their families. The contractors have 
generally to bear the responsibility for providing clean drinking 
water, lavatories, &c. The incorporation of Fair Wage clauses in 
P.W.D. contracts and in certain company rules is now under study. 
However, since P.W.D. workers are usually employed only 
temporarily and are scattered over wide areas, other measures are 
hardly practicable. It is sometimes claimed that even the existing 
obligations are not always fulfilled by contractors, due to lack of 
effective enforcement. 

Finally, welfare legislation also exists, in some form, for workers 
on plantations, docks, &c. Maternity benefits have been provided 
by law in all provinces and conditions of work in commercial and 
other establishments are also regulated. 

Social security in Pakistan, insofar as it relates to legislation, is 
largely confined to workmen’s compensation and maternity 
legislation.1 The present Act is also to be broadened, if plans 
materialize, to include health insurance covering factory workers 
in the first instance and a Health Insurance Bill has been prepared 
with the assistance of I.L.O. experts. Shortage of trained per- 
sonnel, both medical and administrative, inhibits rapid growth of 
the sphere of social security. Moreover, with the unemployed, 
the underemployed, and the physically undernourished running 
into millions, any comprehensive measure at this time would be 
prohibitively expensive in view of existing income levels. ‘This 
should not preclude long-range planning, and vigilance to ensure 
that with every increase in productivity a fair share is channelled 
into social welfare channels, thus indirectly increasing productivity 
itself. 

Increasing attention has been directed to problems of employ- 
ment and training in Pakistan. A Manpower and Employment 

1 This legislation has been characterized as ‘inadequate both in scope and in 
the benefits afforded’ by an I.L.O. Mission on Social Security. The Mission 
has recommended the laying down of a plan ‘for the introduction of an overall 
system of social insurance’ to be put into effect in gradual stages and with 


priority to employment and maternity insurance, covering ‘payment of cash 
benefits and the supply of medical care.’ 
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Organization is entrusted with the task of controlling the network 
of employment exchanges and training institutes in the country 
and also with watching the long-term manpower problems of a 
developing economy. An impetus to the study of problems 
connected with this vital aspect of the economic development 
programme was given by the Conference on Training and Em- 
ployment held at Karachi in 1952. 

The Exchanges were established after the termination of the 
Second World War, to assist in absorbing thousands of men dis- 
charged from the Army. ‘Their functions were later extended to 
register not only demobilized soldiers but also discharged workers 
and other unemployed personnel, and to correlate this available 
labour-power with job opportunities, both in Government and in 
business. The Exchanges are meant to provide a free and im- 
partial service, though running at the expense of the Government. 
No fee is charged for any of the services rendered. 

After Partition the Exchanges were also called upon to take up 
the responsibility of registering and finding employment and 
opportunities for destitute refugees streaming into the country. 
For this purpose eighteen additional sub-offices were opened at 


Table LXXVI 


EMPLOYMENT AND ‘TRAINING STATISTICS 


SS. 


(At the end of Period) 


No. of 
Monthl. 
Gauss oy No. of Persons oO N of No. of 
Calendar Persons placed in o oe Persons 
Y, Registered | Employ- Training sa 
ears Centres fone 
ment Aer 
Training 
1947 13,615 4,455 32°7 — — 
1948 15,515 4,952 31°9 zs ae 
1949 18,923 5,974 31°6 28 2,147 
1950 19,256 3,819 19°8 28 2,086 
1951 21,12 3,126 14°8 7 1,095 
1952 20,312 3,354 16°5 a 786 
1953 10,900 1,927 11°7 5 . 390 
1954 10,690 2,357 13°9 A. 
1955 18,573 2,509 13°5 5S 8557 


| OO 


1 Figures for 1955 are as of the end of September 1955. 


Source: Pakistan Labour Gazette, Vol. 3, No. 3, issued by Labour Bureau, 
Department of Central Labour Commissioner, Ministry of Labour, 
Government of Pakistan. 
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refugee camps in the Punjab and six in Sind in addition to seven- 
teen Exchanges existing at the time of Partition. The Exchanges 
also registered names of refugees who wanted to obtain homes in 
the Government satellite towns near Karachi. They registered 
and classified the Kashmir refugees who took refuge in Western 
Pakistan (Table LXXVI provides statistics relating to the Ex- 
changes). 

Besides these, twenty-nine Training and Vocational Centres 
were established, of which five are training-cum-production 
centres. The vocational training generally deals with such trades 
as are less complicated and have nominal costs of production of 
tools and materials. The aim is to enable the trainees to earn a 
living with only a small investment of capital and to convert 
unskilled and semi-skilled labour from ‘surplus’ trades to trades 
or skills which are in demand in the country. A reorganization 
of the machinery of both Exchanges and Training Centres is under 
way, following the recommendations of I.L.O. experts. 

Among the problems arising from labour legislation and welfare, 
there are two which deserve particular mention: (a) enforcement, 
and (d) the capacity of new industry to bear welfare costs. Regard- 
ing enforcement, it is frankly recognized in official quarters that it 
has not been found possible so far to enforce labour laws properly 
in certain directions. There have also been bitter comments 
from labour representatives on the subject. ‘The inadequacy and 
inexperience of the staff, the vast human maladjustments resulting 
from Partition, the greater social affinities of enforcement officials 
with the employer class, the lack of tradition among employers, 
and the weakness of the trade unions may have combined to bring 
about this result. 

Government have given assurances of improved and intensified 
enforcement. Training courses in labour administration and 
social welfare work have been organized since 1952. A national 
programme for “Training Within Industry’ is also likely to 
produce a better qualified and socially more alert group of labour 
supervisors in the coming years. 

‘The second problem is definitely more complicated. The 
rapid progress toward a satisfactory system of labour welfare 
may conflict seriously with rapid progress toward industrialization. 
Infant industries, it is argued, must be given time to develop in 
order to pay for better living conditions and amenities. Emphasis 
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is given to the need to improve labour productivity and efficiency 
before wages and other benefits can be improved. Others argue 
that if industry cannot provide the worker with the basic amenities 
of a decent life there is a serious question as to whether such 
industry deserves to exist. Basic policy decisions are called for at 
this point, and they merit the careful attention of Pakistan’s 
Government and people. 


APPENDIX I 
RECOMMENDATIONS OF THE I.L.O. MIssION ON INDUSTRIAL 
LABOUR 


A. FACTORIES AND OTHER ESTABLISHMENTS 


1. Factories Act, 1934: regulates the hours of work and rest periods 
in factories, holidays and overtime, rest shelters, creches, canteens, 
health and safety, &c. It provides that workers in perennial factories 
have a maximum work week of forty-eight hours and work day of 
nine hours. Any work longer than this is to be paid for at double the 
normal rate. 


Recommendations of the I.L.O. Mission 


(a) The Act should be amended so as to enable authorities to deal 
with industrial wastes and effluents. 

(b) The Act should be extended, within the next five years, to cover 
all workplaces using power and in which children are employed, 
and to all other workplaces employing ten or more workers with or 
without the use of power. 

(c) The Act should be extended to cover works of civil engineering 
construction. 

(d) Safety in building construction should be provided for through 
extension of the scope of the Factories Act, or through other 
legislation; the Government would thereby be in a position to 
ratify I.L.O. Convention No. 62 concerning safety provisions in 
the building industry. 

(e) To secure improvements urgently needed in the administration 
and enforcement of the Factories Act, the following steps should 
be taken: 

(i) the pay and status of inspectors should be increased; 

(ii) the Central Government should set up an Advisory Branch 
to assist the provinces and co-ordinate the work of provincial 
inspectors ; 

(iii) arrangements for the selection and training of inspectors 
should be improved; 
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(iv) carefully selected inspectors from provincial services should be 
sent abroad for training; 

(v) it should be found possible at an early date to ratify I.L.O. 
Convention No. 81 concerning labour inspection. 


2. Industrial Statistics Act, 1942: gives enabling powers for collection 
of statistics on matters relating to welfare and conditions of life. 


Recommendation of the I.L.O. Mission 


There is a great need for adequate and accurate labour statistics 
which should be handled by the Ministry of Labour. Full use should 
be made in this connexion of the provisions of the Industrial Statistics 
Act of 1942. 


3. Industrial Employment Standing Orders Act, 1946: provides for 
approved standing orders regulating relations between the workers 
and the employers, to be enforced in establishments employing 100 or 
more workers. ‘The standing orders make provision for such matters as 
classification of workers, shift working, attendance, termination of 
employment, suspension, dismissal, means of redress, &c. 


Recommendations of the I.L.O. Mission 

(a) The scope of the Act should be extended to cover all regulated 
establishments. 

(5) The Act should be implemented by making its enforcement one 
of the duties of labour inspectors. 

(c) The period required in practice for certification of standing orders 
should be shortened and the schedule of subjects covered by the 
Act should be revised. 


4. Employment Records of Service Act, 1952: provides for the com- 
pulsory maintenance of service books of employees. 


B. MINES 

1. The Mines Act, 1923: regulates working hours, health, and other 
matters relating to mines. It provides for a maximum work week of 
fifty-four hours and a maximum work day of ten hours. There are 
special provisions for women and children. 


Recommendations of the I.L.O. Mission 
(a) The Act (and Rules) should be revised in due course 
(i) to take account of recent progress toward improvement of safety 
and ventilation, and (ii) to provide for better training of super- 
visory staff. 
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(6) An additional Mines Inspector should be appointed immediately 
and, at an early date, a Medical Inspector of Mines. 


C. PLANTATIONS 


1. Tea District Emigranis’ Labour Act, 1932: regulates migration and 
repatriation of tea estates labour in Sylhet. 


D. TRANSPORT 


1. The Railways Act, 1890: provides for a maximum of eighty-five 
hours a week for ‘essentially intermittent workers’ and sixty hours a 
week for those working continuously. 

2. The Merchant Shipping Act, 1923: regulates the recruitment, 
engagement of seamen, employment of young persons, payment of 
wages, and health and accommodation of seamen. 

3. The Motor Vehicles Act, 1939: provides for a maximum of fifty- 
four hours weekly for motor drivers. 


E. WaGEs 


1. The Payment of Wages Act, 1936: requires that wages in any 
railway, factory, or industrial establishment employing less than 1,000 
persons must be paid within seven days after the expiry of the wage 
period and within ten days if employing more than 1,000 persons. 
Deduction from wages can only be made if authorized under the Act. 


Recommendations of the I.L.O. Mission 


(a) The scope of the Act should be extended so as to cover all wage- 
earners employed in factories and industrial establishments and in 
plantations. 

(b) 'The restriction of the applicability of the Act to wages under Rs. 
200 per month should be lifted immediately. 


F. INDUSTRIAL RELATIONS 


1. The Industrial Disputes Act, 1947: provides for the appointment of 
Conciliation Officers or Boards of Conciliation to bring about con- 
ciliation between employers and workers in case of labour disputes. 
The Act also provides for the setting up of Industrial Tribunals for 
adjudication of labour disputes and prohibition of strikes. 

2. Trade Unions Act, 1926: provides for the registration of trade 
unions which fulfill certain formalities as to membership, subscription, 
&c. The registered trade unions enjoy immunity from legal proceedings 
in respect of any agreement made between members for the further- 
ance of legitimate trade union objects, and civil suits in certain cases. 
Registration is optional. 


eee, eee ee eee 
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G. CHILD LaBouR 

1. Children (Pledging of Labour) Act, 1933: prevents the pledging 
of the labour of young children (below fifteen years) by their parents or 
others in lieu of loans. 

2. Employment of Children Act, 1938: provides that children below 
fifteen years shall not be employed in any occupation concerned with 
the transport of passengers, goods or mail by railway, and any occupa- 
tion involving the handling of goods in ports. Children below the age 
of twelve are prohibited in certain occupations dangerous to their health, 
such as bidi (cigarette) making, carpet weaving, cement manufacture, 
cloth printing, &c. 


H. SoctaL SECURITY 


1. Workmen’s Compensation Act, 1923: provides for compensation to 
workmen on account of personal injury caused to a workman by an 
accident arising out of and in the course of employment. Broadly 
speaking, it applies to mines, railways, factories, ships, docks, construc- 
tion works, &c. 

2. Employers’ Liability Act, 1938: provides that certain specified 
defences shall not be raised in respect of injuries sustained by work- 
men’s suits, under the Workmen’s Compensation Act. 


I. MATERNITY BENEFITS 


1. Mines Maternity Benefit Act, 1941: provides for six weeks’ maternity 
leave before and six weeks after delivery at the rate of 12 annas a day. 

2. Sind Maternity Benefit Act, 1929: provides for leave for four weeks 
before and four weeks after childbirth at the rate of 8 annas per day, 
provided the worker has served nine months prior to delivery. 

3. Bengal Maternity Benefit Act, 1939: applies to all female employees 
and provides for leave for six weeks before and six weeks after child- 
birth at the rate of Re. 1 per day. 

4. East Bengal Maternity Benefit Act, 1950: provides for compulsory 
but free ante-natal and post-natal treatment for women workers, in 
addition to leave under 3, above. 

5. Punjab Maternity Benefit Act, 1943: provides benefits similar to 
those described in 3, above. 


J. SHops AND COMMERCIAL ESTABLISHMENTS 

1. Weekly Holidays Act: provides for one holiday in a week for every 
shop. 

2. East Bengal Shops and Establishment Act, 1951. 

3. Punjab Trade Employees Act, 1940. 

4. N.W.F.P. Trade Employees Act, 1947. 

5. Sind Shops and Establishments Act, 1940. 


TINT 
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The four Acts regulate hours of work in shops and commercial 
establishments and also regulate overtime and weekly holidays. 


Recommendations of the I.L.O. Mission 


(a) The different Provincial Acts should be consolidated into a 
Central Act so that the scope and minimum standard of working 
conditions are the same for all provinces, leaving it to the latter to 
provide better conditions as far as their own workers are concerned. 

(b) The proposed Central legislation should include at least element- 
ary requirements concerning ventilation, lighting, cleanliness, 
sanitation, and supply of drinking water. 

(c) Such legislation should apply to (i) news agencies and newspaper 
establishments, and the work of reporters, and (11) banks. 

(d) The definition of a commercial establishment requires clarifica- 
tion and the method of extending the legislation to the various 
parts of the provinces should be clearly defined. | 

(e) The standards of hours of work provided for in I.L.O. Convention | 
No. 30 concerning hours of work in commerce and offices should 
be incorporated in the legislation. | 


K. SAFETY AND WELFARE 

1. Dock Labourers Act, 1934: contains provisions for the safety of 
dock workers during work. 

2. Coal Mines Labour Welfare Fund Act, 1947: provides for the 
institution of a welfare fund by means of a cess on coal for providing 
housing and other amenities to coalminers. 


Recommendations of the I.L.O. Mission 


(a) A Department of Occupational Health should be set up at one 
of the universities to carry on both research and teaching. 

(b) Full use should be made of the Tripartite Labour Conference and 
the Press to disseminate information concerning occupational 
safety and health as an integral part of the labour programme. 


L. ESSENTIAL PERSONNEL 


1. The Essential Services Maintenance Ordinance, 1941: applies to all 
employment under the Crown (now under the Government of Pakistan) 
and other notified employments, and prohibits persons employed by 
Government to depart from any specified area. A similar act exists in 
the North-west Frontier Province. 

2. Essential Personnel Registration Ordinance, 1948: requires that all 
essential personnel specified in the Ordinance between the ages of 
eighteen and fifty-five shall register with one of the Employment 
Exchanges in the country. 
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APPENDIX II 


INTERNATIONAL LABOUR CONVENTIONS RATIFIED BY PAKISTAN 
Con- 
vention 
Title and Date 
Hours of Work (Industry) 1919 
Night Work (Women) 1919 
Night Work of Young Persons (Industry) 1919 
Right of Association (Agriculture) 1921 
Weekly Rest (Industry) 1921 
Minimum Age (Trimmers and Stokers) 1921 
Medical Examination of Young Persons (Sea) 1921 
Workmen’s Compensation (Occupational Diseases) 1925 
Equality of Treatment (Accident Compensation) 1925 
Inspection of Emigrants, 1926 
Seamen’s Articles of Agreement, 1926 
Marking of Weight (Packages Transported by Vessels) 1929 
(Revised) Protection Against Accidents (Dockers) 1932 
Night Work (Women) 1935 
Underground Work (Women) 1935 
Final Articles Revision, 1946 
Freedom of Association and Protection of the Right to Organ- 
ize, 1948 
(Revised) Night Work (Women) 1948 
(Revised) Night Work of Young Persons (Industry) 1948 
(Revised) Fee-Charging Employment Agencies, 1949 
Right to Organize and Collective Bargaining, 1949 


XXV 


THE REFUGEE PROBLEM 


Partition of the sub-continent and the conditions under 
which it took place are almost unprecedented in history. 
The resulting difficulties would have proved disastrous even for a 
well-established country, and were well-nigh ruinous for Pakistan. 
The great loss of life and the wholesale destruction of property 


‘[o massive exchange of population that attended the 


464 THE ECONOMY OF PAKISTAN 


have meant a tremendous economic drain on both countries. 
‘Communal’ disturbances of unbelievable savagery broke out in 
1947. Standing crops in West Pakistan were destroyed over large 
areas, and considerable immoveable property was burnt. The 
complicated canal system, the lifeline of the economic life of the 
Punjab, was left largely unattended under imminent threat of 
breakdown. ‘The machinery of credit and marketing was paralysed 
and normal trade channels were closed, as the agencies operating 
them shifted to the neighbouring country. 

A wide gap appeared in the occupational structure. Incoming 
refugees were cultivators, farm labourers, oil-pressers, butchers, 
small artisans, and craftsmen, whereas the outgoing population 
included, in addition to farmers, a large percentage of business- 
men, officials, doctors, lawyers, technicians, and teachers. In 
East Pakistan, the refugee problem was most acute after the dis- 
turbances early in 1950 in the two Bengals. The enormity of the 
refugee problem which faced Pakistan may be measured by the 
refugee population as recorded in the 1951 Census. As shown in 
Table LXXVII, there were 7,226,584 muhajirs in the country 
on the 28th February 1951, of whom 6,527,505 were in West 
Pakistan and 699,079 were enumerated in East Pakistan. Smaller 
numbers of refugees have continued to enter Pakistan since that 
time, particularly through the open border at Khokaropar in Sind.+ 
Therefore the total number of refugees entering Pakistan up to 
the end of 1955 has been estimated in the neighbourhood of 8-35 


million, of whom about 1:25 million entered East Pakistan. As, 


detailed in Table LX XVII, the Punjab and Bahawalpur State re- 
ceived 5-28 million of the 6:53 million refugees enumerated in the 
1951 Census as resident in West Pakistan. Most of the remainder 
were in the Federal Capital Area (Karachi), Sind and Khairpur 
State. Perhaps a better idea of the economic and social strain 
imposed on the receiving areas can be given by the percentage of 
muhajirs to total population. Karachi area led in this respect with 
a percentage of 55, followed by the Punjab with 25-6 per cent. 
The largest number of refugees came from the East Punjab and 
the Punjab States of India, followed by Kashmir and the neigh- 
bouring areas. 

The distribution of refugees among various economic categories, 
as compared with the population as a whole, is outlined in 

1 White Paper on the Budget of Pakistan, 1956-7. 


Table LX XVII 


DISTRIBUTION OF Munayjirs, 
ACCORDING TO AREA OF SETTLEMENT AND CHIEF ZONES OF PREVIOUS RESIDENCE 


Chief zones of previous residence in Indian Union 


Per- (in thousands) 
Muha- cera Males 
Province and jirs .. | per 1000 
| State (thou- aa He ay emale Nahe Gee 
| sands) Petula: Muhajirs West fal North West East 
. tion 
| Pakistan 7,226°6 9°8 1,187 5,785 '1 95°2 464°2 160°4 4O1°3 
Baluchistan and 
States Union 28-0 2°4. | 1,800 16°5 3°0 6°3 1°5 0%3 
| Federal Capital 
i Area Karachi 6169 55°O | 1,320 217°6 49°6 197°6 119‘2 19°9 
| N.W.F.P. 51°! 1°6 1,429 31°4 17, 17°! O°4. 0°5 
| Punjab and 
Bhawalpur State | 5,281°2 256). 1,167 5,146°7 17°2 105°5 5°4 5°6 
| Sind and 
| Khaipur State 550°3 TIs2" |i, L05 370°9 21°O 116°9 32°1 4°3 
| West Pakistan 6,527°5 20°3 — — — — as == 
| East Pakistan 699°1 1-7 | 1,205 2°O 2°7 20'8 1°9 670°7 
| Source: Statements 2-E and 2-F, Census, 1951, Vol. 1. 
Table LXXVHI 
PROPORTIONS OF ECONOMIC CATEGORIES IN TOTAL POPULATION AND AMONG 
MUuHAJIRS 
West Pakistan East Bengal 
Economic SS )s | 
categories Total Male | Female | Total Male | Female 
Population 100 53°9 46°1 100 52°3 47°7 
Refugees 100 54°2 45°8 I00 54°6 45°4 
Civilian Labour Force 20°77 29°7 1°0 30°7 28°3 2°4 
Refugees B3°7 33°0 0-7 30°I 29°2 0'9 
Agricultural 20° 19°4 O-7, 25°6 23°6 2°0 
Refugees 18°3 17°8 O°5 15°7 ra 2 05 
Non-Agricultural 10°6 10°3 0°3 cr As7 0'4 
Refugees 15°4 I5°2 0°2 14°4 14:0 O°4 
Self-supporting per- 
sons not in Civil- 
ian Labour Force o'9 0'9 — 03 o°2 orl 
Refugees 09 0'9 _ 05 0-4 o'r 
Dependants 68°4 23/3 45°1 690 23°8 45°2 
Refugees 65°4 20°3 45°1 69°4 25°0 44°4 
Children under 12 
years 35°8 18-6 17°2 36°3 18-7 17°6 
Refugees 29°0 15°2 13°8 as 16°7 15°5 
Persons aged 12 years 
i, and over 32°6 4°7 27°9 32°7 51 27°6 
4 Refugees 36°4 5r 3I°3 37°2 8°3 28-9 


Source: Statements 6-A and 6-B, Census, 1951, Vol. I. 
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Table LXXVIII. The refugees had a higher percentage of their 


numbers engaged as labourers, particularly as non-agricultural 
workers, than did the population as a whole. Part of this was 
no doubt because the refugee population had a somewhat larger 
proportion of males, and also of adults, than did the total popula- 
tion. ‘Table LXIX gives more details on the occupations of the 
refugees, showing that cultivation, manufacturing, trade and 
commerce, domestic personal service and government, municipal 
services, and the legal profession were responsible for absorbing 
the largest number. 

The continued flow of refugees is evidence of basic socio- 
political and economic maladjustments which have continued to 
operate and to endanger the peace of mind of minorities in both 
countries. Simultaneously with the influx of Muslim refugees, it is 
estimated that over 5:6 million Hindus and Sikhs left West 
Pakistan, denuding it almost entirely of minority populations, 
except for some 164,000 Hindus who remained behind in Sind.? 
In East Bengal many Hindus who left before early 1950 returned 
after the signing of the ‘Liaquat-Nehru Pact’ of April 1950. It is 
therefore difficult to provide correct figures of the actual efflux, 
particularly since migrants have continued to move back and 
forth across the borders for a variety of reasons. 

The transfer of refugees began even before independence and 
reached stupendous proportions immediately after Partition. 
By September 1947, the new Governments in both Dominions 
realized that a permanent exchange of minority peoples was under 
way and that the shift must be made as orderly as possible, 
within the limitations of administrative machinery, transportation, 
and time. 

A Punjab Boundary Force and a Military Evacuation Organiza- 
tion were established to maintain order and to effect the transfer. 
The Governments of West and East Punjab set up camps to 
provide food and other facilities to departing evacuees and in- 
coming refugees. While refugees were to be transported as far as 
possible, it was agreed that foot-convoys alone would ensure 
prompt transfer. Approximately 4:1 million refugees came on 
foot, and the despatch with which the movement was executed is 
indicated by the fact that foot-convoys had almost stopped crossing 


1 Other small minorities remaining in West Pakistan include 434,000 Chris- 
tians, mainly in the Punjab. 
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the border by the end of October 1947. Refugees from various 
pockets of the stricken areas were, however, coming in as late as 
March 1948, by air and other means of transport. Average foot- 
convoys totalled about 50,000 each, though some had over 300,000 
people, and one convoy stretched out for 78 miles. In spite of the 
efforts of both Governments to provide protection, savage attacks 
on outgoing refugees were made in both the Punjabs. The entire 
complement of a few refugee trains was killed, while smaller 
foot-convoys often battled with marauders who attacked from the 
flanks. Severe rains and floods destroyed many refugee encamp- 
ments, while malnutrition and disease took an enormous toll. 
Thousands were wounded by marauders. It is estimated that the 
loss of life among the Muslims of East Punjab and the Punjab 
States was about 472,000 (including those abducted).! The large 
number of young women and children who were abducted created 
a moral and psychological problem which defies solution up to the 
present. 

The problem of relief was simultaneous with that of evacuation 
and entailed the provision of food, clothing, shelter, and medical 
attention. ‘The fourteen main group camps which were originally 
set up in the border areas increased to seventy-five by January 
1948. A million refugees were sheltered at one time, with the 
main concentrations around Lahore, Lyallpur, and Montgomery 
in the Punjab. Free rations were provided by the Provincial 
Government and meals were served in the camps to every refugee 
until October 1947, when the last batch of refugees (in the main 
post-Partition wave) was cleared and the camps closed down. 
Medical relief was provided by official staff strengthened by 
volunteer medical students, teachers, and social service workers 
who waged a heroic fight to suppress disease. Fortunately, there 
was no general outbreak of epidemic, except for one each of 
cholera and smallpox, which were quickly brought under control. 
While camps generally provided some rude shelter, educational 
institutions and other public buildings were pressed into service 
for housing the refugees. On the whole, the camps attained a 
remarkable degree of efficiency at a time when the economic life 


1 Loss of Life among Muslims of East Punjab and States by Fazle-Elahi, 
Superintendent of the Punjab Refugee Camps, 1948. It should be borne in 
mind that the 1951 Census figures cited pertain only to those who survived and 
who remained in Pakistan for three-and-a-half years after Partition. 
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of the West Punjab was largely crippled and its administrative 
machinery seriously dislocated. 

Relief could not be continued indefinitely, partly because of the 
cost and largely because of its degrading effect on the recipients. 
The process of rehabilitation had to be taken in hand almost 
immediately to avoid congestion beyond bearable limits in the 
camps and to ensure timely resumption of agricultural operations. 

Administrative arrangements were made to supervise the dis- 
persal of refugees to different parts of the Punjab and to other 
provinces. A Refugee Census was organized in March 1948, but 
under prevailing conditions it was impossible to make a compre- 
hensive occupational survey. A rough distinction was made 
between agriculturists and non-agriculturists and rehabilitation 
was either rural or urban. 

The Hindus and Sikhs left behind extensive land which they 
had owned or tilled as tenants. Not all such land was available for 
the refugees as many evacuee landlords had rented their land to 
Muslim tenants. ‘Two expedients were therefore adopted: (a) on 
lands which were abandoned, agricultural refugees were settled 
immediately with little attention as to whether the allottees were 
originally landlords, tenants, or landless labourers, (b) Muslim 
tenants on evacuee lands were required to give up some part of 
the land cultivated by them in exchange for remissions in land 
revenue. By March 1949, 2,444,681 acres of evacuee property 
land were allotted to 2,281,881 refugees in the nineteen districts of 
the Punjab. By 1950, almost all the agricultural refugees had been 
provided with land from a total pool of 3,939,000 acres of evacuee 
property and from 500,000 acres of Government land (excluding 
the area in Thal). 

Each refugee family (estimated at five members) was allotted 
from 5 to 12 acres, depending on fertility, whether irrigated and 
other factors. At the time of allotment, funds were provided for 
hut building, for subsistence, and for farming implements and 
animals. Generally speaking, a pair of bullocks and a plough 
were provided for five families settled on up to 60 acres of land. 
In addition, taccavi (government) loans were granted for purchase 
of implements, &c. Local officials were made responsible for 
care of families in their jurisdiction. 


1 Economy of Pakistan, Chapter X, Office of the Economic Adviser, Govern- 
ment of Pakistan, 1950. 
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The refugees were settled at this stage only temporarily. Under 
agreements with India, rights in the land continued to be vested 
in the evacuee owners. The next step was to consider the rights 
enjoyed by the refugees while in India. A formula was worked out 
under which refugees who were owners or occupancy tenants in 
East Punjab (and certain other areas in India prescribed for this 
purpose) were to obtain ‘land of equal produce value’ (thus not 
necessarily of equal area) up to 250 acres plus half of proved claims 
over this limit, subject to a maximum of 250 standard acres. 
Next, claims had to be registered and verified. This required 
relevant revenue records (famabandis) and an agreement on the 
exchange of such records was reached with the Government of 
India in July 1948. A considerable amount of work ensued and by 
early 1949 the exchange of records between the two Punjabs was 


almost complete. ‘The claims made by refugees were compared. 


with these records and after verification the refugees were issued 
‘quasi-permanent’ allotments, so as to give them an interest in their 
lands. ‘Those who were lower tenants or tenants-at-will were 
continued on the lands allotted to them in the first instance, but a 
landlord-tenant agreement had to be executed between them and 
those provided with the ‘quasi-permanent’ allotments.? Out of 
about 1:2 million claims, nearly 1-1 million had been verified and 
acted upon by the close of 1954. In this way, the agricultural 
refugees from the ‘agreed areas’ received quasi-permanent rights 
over nearly 3-5 million acres of evacuee land. ‘The quasi-perman- 
ent allotment scheme made satisfactory progress in other areas 
also, though the procedure followed was less cumbersome as land 
was more easily available and comparatively smaller numbers were 
involved. In Sind, 566,027 acres were utilized for settling 254,000 
refugees out of a total area of 1,642,001 acres of evacuee land. 
The process of rural rehabilitation was not without its problems. 
In the earlier stages, refugees faced considerable risks in taking 
possession of their allotments wherever the ‘locals’ had encroached 
on abandoned lands and were loath to vacate. In areas where 
Muslim tenants of evacuees were required to give up some land 


1 A standard acre was defined as a measurement of land yielding a certain 
quantity of produce, determined according to “Tables of Produce Index’. 


2 ‘As long as the existing Rehabilitation Order is in force he cannot be 
evicted, even though the new owner badly needs to cultivate the land himself 
in order to live. This is not very conducive to production, but expediency 
had to come first.’ Darling, op. cit., Chapter XII. 
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to the refugees the clash of interests was even more direct. Official 
protection was not always available against intimidation or harass- 
ment by ‘locals’. Irrigation lands required new techniques of 
cultivation with which many of the refugees were unfamiliar and 
credit requirements were met only inadequately. Sometimes 
refugees got more land allotted to them by false claims than they 
could manage, though most refugees received holdings which were 
too small for efficient cultivation.2, However, with the new lands 
now being brought under irrigation in the Thal area in the Punjab 
and the Lower Sind area, refugee resettlement enters another 
and more hopeful phase. 

Urban rehabilitation was necessary for the settlement of most 
of the non-agricultural refugees, although some were absorbed in 
the rural areas. The most urgent problem was housing. The 
larger towns were already congested and the early mistakes of 
‘dispersal’ had rendered the task more difficult. Many towns 
beyond the River Jhelum in the Punjab and in the interior of Sind 
and the N.W.F.P. were practically deserted while Karachi, 
Lahore, Multan, Lyallpur, and Montgomery were made to bear 
an almost intolerable burden. In the initial period, only make- 
shift structures were built (although thousands still continue to 


live in them, even in the federal capital). Others were given 
accommodation in educational and charitable institutions. It 
was decided to expand existing urban areas or to build satellite 
towns where the surrounding region could employ the refugees 
gainfully. ‘The Punjab undertook to build ten townships near the 
towns of Lyallpur, Montgomery, Gujrat, Multan, Sialkot, 


1 ‘In the inevitable hurry and confusion of the original settlement, refugees 
from dry areas were settled on rice lands, others used to irrigation by well, 
had to learn the technique of irrigation by canal, and many who knew how to 
grow maize had to learn how to grow cotton.’ Darling, op. cit., p. 115. 


2 Darling recounts that 800,000 owners entered the Punjab and only 650,000 
went out, that 90,000 persons received less than two acres each and another 
90,000 less than 5 acres. These must all be cases of uneconomic holdings. ‘In 
Lyallpur, where no one would put the economic holding at less than 8 acres, 
154,000 families totalling 772,000 persons have received an average of only 
2} acres each, which is equivalent to less than half an acre per head . . . the 
district which used to be the most prosperous in the Punjab... is gradually 
becoming a deficit area for food . . . for the many refugees on their tiny holdings 
life has become a grim struggle.’ Ibid. 


3 According to the Census there were 2°8 million refugees in the urban 
areas in 1951. 


472 THE ECONOMY OF PAKISTAN | 


Sheikhupura, and Lahore, while two townships are being estab- | 
lished in the ‘Thal area (Liaquataband and Jauharabad). A similar 
scheme was under execution at Shah Latifabad near Hyderabad 
for accommodating 100,000 while additional houses and shops are 
being constructed in the N.W.F.P. Near Karachi, two vast areas 
at Lalukhet and Golimar have been settled by refugees. Satellite 
colonies have been established at Drigh Village, Malir, and Landhi | 
to accommodate 145,000. A census conducted during 1955 re- | 
vealed that even after the current building programme in these : 
colonies had been implemented to rehabilitate 31,200 families in | 
Karachi, there was still need for another large construction 
programme. ‘This was being planned through the extension of the | 
Malir Colony, the construction of multi-storied blocks on suitable | 
plots in Karachi and through setting up new colonies. | 

The absorption of urban refugees, particularly artisans and 
craftsmen, into the local economy was a pressing and difficult ‘| 
problem. A Refugee Rehabilitation Finance Corporation was set 
up to provide credit facilities. By December 1956 the Corporation 
had advanced Rs. 16-9 million in loans, invested Rs. 3 million in 
industrial colonies for refugee workers, distributed sewing 
machines worth Rs. 4:1 million on instalment-credit and supplied 
raw materials worth Rs. 12-2 million to refugees at cheap rates. 
Training institutions have also been established to train unskilled 
workers as craftsmen and mechanics. 

With regard to urban refugees who owned property in India, a | 
procedure similar to that for disposal of agricultural evacuee 
property was adopted, but allotments of abandoned property such 
as shops, factories, cinemas, and other urban properties have been 
made on a temporary basis only to refugees from ‘agreed areas’ in 
India. The old and the infirm, the widows and orphans, have been 
provided for in various institutions. Displaced government 
servants have also been absorbed in various services. 

The foregoing pages have related almost exclusively to West 
Pakistan. In East Bengal the problem has proved more difficult, 
as it was decided under the terms of the ‘Liaquat-Nehru’ Agree- 
ment that no abandoned property could be declared as ‘evacuee’ 
and no such property has therefore been available for purposes of 
rehabilitation. Government have settled over 3,000 agricultural 
families on new lands, and have provided large sums as grants 
and loans for maintenance, water-supply, acquisition of land, 
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purchase of cattle and seed, and similar purposes. Some areas in 
the Chittagong Hill Tracts are under development, and over 50,000 
refugees are being rehabilitated on them. Stalls and houses have 
been constructed for settling over 4,200 non-agriculturist families 
and satellite towns at Mirpur and Narayanganj have been com- 
pleted, while another is being built at Saidpur for the benefit of 
refugee railway employees. 

On the whole, the problem of urban rehabilitation has been 
tackled with less success than the rural, and severe criticisms 
continue to be levelled at the Government. In one respect farmers 
were more fortunate than their city brethren. It is seldom possible 
to retain the value of a commercial or industrial establishment, 
without serious loss, even if the moveable and immoveable 
properties remain intact (which was the exception). The land was 
always there, and the proportion of loss was relatively low, 
provided, of course, the farmer received land which was as 
valuable as that which he left. The loss of business ‘good will’ or 
connexions might spell ruin for the merchant, on the other hand, 
even though he received equally good buildings and equipment in 
the new location. Over 450,000 refugees in Karachi were reported 
in a new Census to be still unsettled in March 1955. The artisan 
classes have found it difficult to adjust themselves in the trades 
left by the evacuees. Many have had to start life anew and 
skilled craftsmen have sometimes been compelled to work as 
manual labourers on housing projects or in factories. Progress in 
housing appears to be slow, and eight years after Independence the 
monsoon rains still bring misery to many unfortunate people. It 
has proved comparatively easier to settle additional refugees in 
the rural areas than to provide employment for the non-agricultur- 
ists and to develop self-sufficient artisan colonies. The haphazard 
and unrestrained influx of refugees precluded the possibility of 
recording information regarding the nature of their previous 
employment, and necessitated frequent revision of targets. Above 
all, it has proved almost impossible to solve the housing shortage 
in urban areas which have in many cases increased their population 
many times over within a relatively short period of time. 

The financial cost of a programme to solve a problem of the 
proportions outlined above are clearly tremendous. The province 


1 In this respect the figures given in Table LXXX, based on the 1951 Census, 
are instructive. 
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Pable EXeX: 
GROWTH OF ‘TOWNS AND REFUGEES 


Population in A Muhajirs as 

thousands /o Increase % of 1941 

1951 1941 (1951 over 1941) population 
Karachi 1,068 387 176 137 
Lahore 850 672 26 54 
Dacca 349 262 30 25 
Chittagong 146 92 59 22 
Hyderabad 291 135 116 120 
Rawalpindi 227 185 28 49 
Multan 190 143 33 64 
Lyallpur 179 70 156 174. 
Sialkot 168 139 21 ay 
Gujranwalla 121 84 42 64 
Quetta 84 64. 31 30 


Source: 1951 Census Bulletin No. 3. 


of the Punjab initially bore the full and direct brunt of refugee 
relief and rehabilitation in West Pakistan. It fed a million refugees 
a day in camps, where they stayed until they were allotted land or 
absorbed in other ways into the economy. The cost of feeding 
100,000 refugees has been estimated at Rs. 10 million a year and 
the Punjab spent no less than Rs. 80 million during the first three 
years. Every refugee family in the Punjab had a fund of Rs. 500 
earmarked for its use in allotment of land, while Rs. 70 were 
generally provided for building a hut, and a maintenance allow- 
ance of Rs. 35 monthly was granted until such time as the first 
crops matured. A ‘Muhajir Cess’ at 2 annas in the rupee was 
levied in 1948-9 both on the land revenue and on the water rate. 
In 1949-50 the Muhajir Cess on the water rate was replaced by a 
40 per cent. surcharge. The first three budgets of the province 
showed deficits, which are largely explained by the colossal 
refugee expenditures. By March 1951 the Punjab Government 
had spent over Rs. 100 million on the refugees. 

It was recognized that the Punjab and other provinces should 
not be forced to bear the entire financial burden of refugee 
rehabilitation. The Central Government therefore offered loans 
and grants-in-aid. Grants-in-aid by the Centre to the provinces 
for the express purpose of refugee rehabilitation from 1947-8 to 
1957-8 amounted to Rs. 257 million.1 The Centre imposed 
special taxes under the Finance (Supplementary) Act, 1950, in the 


1 Source: White Paper on the Budget of Pakistan, 1956-7. 
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latter part of fiscal 1950-1 to raise funds for the rehabilitation of 
refugees. ‘The Act was to remain in force up to 1st March 1952, 
but has been extended every year. The net yield of taxes (which 
include both central and provincial heads of Revenue and are 
placed in a special fund) up to the end of March 1957, is estimated 
to be about Rs. 119-2 million and special contributions of Rs. 50 
million from general revenues were made by the Centre in 1950-1 
and 1951-2. In addition the Central Government have advanced 
loans amounting to Rs. 36-6 million to the provinces and re- 
imbursed them to the extent of Rs. 66:6 million for expenditures 
incurred by them in the past. Karachi has been provided with 
special grants of Rs. 47 million, mainly for housing. ‘The Centre 
will have allotted Rs. 157-7 million for Kashmir refugees by the 
end of March 1957 according to present budgetary plans. Finally, 
the Central Government invested Rs. 14-7 million in the capital of 
the Refugee Rehabilitation Finance Corporation, so that the total 
central expenditure on refugee rehabilitation is scheduled to reach 
Rs. 491 million. 

The problem of refugees is far from being solved. Much larger 
outlays than those made thus far will be necessary and may prove 
to be a continuing liability on the revenues of both the Centre 


and the provinces for many years to come. However, the problem 
of refugees and their rehabilitation has been tackled with more 
success than many anticipated when the appalling situation first 
arose. Accusations that the administration is callous to the 
conditions of refugees must be met with the fact that the stream of 
refugees is perennial—in early 1955 the refugees were still arriving 
at an average rate of 200 per day. 


EVACUEE PROPERTY 

The problem has been complicated by the lack of agreement on 
the vexed question of the disposal of evacuee property. Both 
in Pakistan and in India, refugees fled leaving no provision for 
caretaker supervision of their properties. To start with, both 
Dominions promised to restore property to the rightful owners. 
Custodians of Evacuee Property were appointed in both the 
Punjabs. Later, the provincial governments concerned author- 
ized their respective rehabilitation authorities to take over, to 
lease, or to permit refugees to occupy any property left by evacuees 
in view of the great emergency prevailing at the time. The first 
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attempt to tackle the problem comprehensively was made at an 
Inter-Dominion Conference in December 1947, but proved in- 
conclusive. 

At another Conference held in January 1949, a specific agree- 
ment was reached on moveable property and urban immoveable 
property, while the question of agricultural immoveable property 
was postponed until such time as full records became available. 
Agreement was reached as to the ‘agreed’ areas to which evacuee 
legislation would apply. Its extension to non-agreed areas was 
possible only with the consent of both Governments. The Govern- 
ments agreed that their respective Custodians would have respon- 
sibility for the management of both rural and urban immoveable 
property, but the sale, exchange or transfer of urban evacuee 
property on an individual basis was to be freely allowed. 

This Agreement did not work as smoothly as expected. Six 
months after signing it India extended the scope of its evacuee 
property legislation outside the ‘agreed areas’ in the case of persons 
who had acquired any benefit of evacuee property in Pakistan. On 
18th October 1949 an Ordinance introduced, among other things, a 
definition for intending evacuees whose property could be con- 
fiscated on suspicion that the person intended to leave India. 
These moves were considered by Pakistan a flagrant violation of 
the Karachi Agreement, and at one stage sales or exchange of 
immoveable property were forbidden without the previous 
consent of the Central Government. This order was however 
rescinded six months later, in January 1950. The Government of 
India next suggested the replacement of the Agreement by an 
exchange on a governmental basis. This was not acceptable to 
Pakistan, which felt that it constituted an attempt to rescind an 
agreement reached only a short time before, after more than a 
year’s deliberations. 

The question of immoveable property remained unsettled even 
at the talks in June 1950, but an agreement was arrived at on the 
question of moveable property, under which evacuees were 
allowed the right to dispose of their property without a permit 
from the Custodian except for machinery, bullion, cash, and 
moveable property other than household and personal belongings 
which could only be sold in the country and not exported. Articles 
deposited with banks were allowed to be transferred only when a 
committee of one officer from each country had decided the 
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question of claims. The properties of joint-stock companies were 
to be restored to them after the expiration of the lease, if they were 
not considered evacuee property. All restrictions were to be 
removed on the transfer of shares, securities, &c., while any 
administrative restrictions brought to the notice of the Govern- 
ment concerned were to be removed in the case of insurance 
policies. The execution of this Agreement also met with con- 
siderable difficulties. 

Meanwhile, India proceeded with compensating its refugees ona 
permanent basis after verification of claims, from the pool of Mus- 
lim evacuee property in which the rights of the original owners 
were formally extinguished. Pakistan has generally followed by 
bringing its legislation into line with that of India. An Ordinance 
was issued in February 1955 for the quasi-permanent allotment of 
evacuee property on a compensation basis. Refugees who entered 
the country between 1st March 1947 and 30th June 1953 have 
been invited to register their claims and the distinction between 
‘agreed’ and ‘non-agreed’ areas has been eliminated. ‘The Ordin- 
ance does not apply to agricultural refugees from (hitherto) 
‘agreed’ areas, as their claims have already been registered, 
verified, and quasi-permanent allotments issued, as noted earlier. 
The claims now being entertained relate to urban immoveable 
property such as houses, shops, industrial concerns, agricultural 
lands within urban areas, &c. In the case of refugees from “‘non- 
agreed’ areas, claims for agricultural property are also being 
entertained. Following registration, the claims are being verified 
by a Claims Organization which will also undertake an overall 
evaluation of evacuee property on the basis of prevailing market 
values at the time of assessment. Thereafter, a plan is to be drawn 
up for compensation in proportion to the property left in India 
within a scheme of priorities laid down in the Ordinance. 

With the completion of quasi-permanent allotments the problem 
of evacuee property should disappear within the country, although 
its inter-dominion aspects would remain an outstanding financial 
issue. 
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XXVI 


DEVELOPMENT PLANNING 


in the sub-continent during the Second World War. 

‘National’ plans were formulated by several groups in 
India and public agencies were engaged in preparing schemes for 
absorbing defence personnel to be demobilized after the end of the 
war. A Department of Planning and Development was organized 
by the Central Government in order to finalize projects prepared 
by central ministries and to co-ordinate them with similar schemes 
prepared by the provincial administrations. Work on some pro- 
jects had commenced even before the war ended, though progress 
was retarded by events leading to Partition. 

The ‘development’ under way in Pakistan in its earlier stages 
therefore consisted mostly of such post-war projects. However, 
Partition created new conditions, requiring a re-orientation of 
priorities in the wake of urgent needs for rehabilitating the refu- 
gees, establishing key industries, expanding vital communications, 
and providing electric power. The Central Government appointed 
a Board early in 1948 to co-ordinate schemes for development. All 
schemes involving a non-recurring expenditure of Rs. 50,000 
or more (or a recurring expenditure of at least Rs. 10,000) were to 
be submitted to the Board. Due to limitations of data, the need 
for achieving balance and integration among the schemes appar- 
ently remained unfulfilled at this stage. The Board ordinarily did 
not receive references for all projects, but only for those which 
provincial governments could not execute from their own re- 
sources. Sometimes, central ministries issued direct sanctions 
for schemes not reviewed by the Board, presumably on the ground 
that such schemes were part of normal departmental activity.* 

Until its replacement by a Planning Commission in January 
1951, the Board had approved 112 schemes in principle, involving 


Tin subject of economic development was widely discussed 


1 Report of the Economic Appraisal Committee, para. 410. 
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an estimated cost of Rs. 1,250 million. Since most of the approvals 
were given on an ad hoc basis, without any overall estimate of 
resources, many of the schemes had not advanced far by 1950. 

Early in that year, an opportunity arose for the conscious 
formulation of priorities and the establishment of a more coherent 
framework for the development effort. The idea of a regional 
programme of economic development in South and South-east 
Asia was first mooted at a meeting of Commonwealth Finance 
Ministers in January 1950. It was recognized that existing con- 
ditions of poverty, malnutrition, and disease in the region en- 
dangered the stability of a vital part of the world. Although a 
major source of rich industrial raw materials such as jute, rubber, 
tin, oils, and fats, its 5’70 million people (roughly a quarter of the 
world’s population) dwell in conditions of abject and—what is 
even more dangerous—of growing poverty. Living standards are 
abnormally low while levels of literacy, sanitation, and technical 
skill are far below those of the relatively more developed members 
of the Commonwealth. The growth of population (which ranges 
from an annual rate of I per cent. to 2:4 per cent.) increasingly 
encroaches on an inadequate and narrow production base. More 
than 80 per cent. of the population is engaged in agriculture, 
where productivity per acre and per worker is low due to the 
employment of poor techniques. 

A Commonwealth Consultative Committee was established to 
discuss means of alleviating these conditions. At its meeting in 
Sydney in May 1950, it was decided that Commonwealth countries 
in the region (and such other countries in the area as were willing 
to co-operate) would formulate their development plans for the 
six-year period commencing in mid-1951. A Council of Technical 
Co-operation with an initial capital of £8 million (to be spent over 
three years) was set up in June 1950 for the purpose of providing 
training facilities, experts, and equipment for technical institutions 
among the member-countries. The national plans were sub- 
mitted by Pakistan, India, the Federation of Malaya, Singapore, 
North Borneo, and Sarawak to another meeting of the Committee 
in September 1950, where they were examined and integrated 
into the regional ‘Colombo Plan’. On 29th November 1950, the 


1 Commonwealth Consultative Committee on South and South-east Asia: 
The Colombo Plan for Co-operative Economic Development in South and South- 
east Asia (Cmd. 8080), H.M. Stationery Office, London, 1950. 
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Government of Pakistan adopted its national segment of the Plan 
by a resolution in Parliament. | 

The Six Year Plan was officially described.as ‘essentially one 
of basic development | intended to prepare the country | for future 
advancement’.! It focused attention on the expansion, of ‘ ‘over- 
head’ facilities in such fields as communications, power, and 
irrigation. The Plan covered a large number of schemes, including 
many already approved by the Development Board, with some 
attempt to integrate the schemes and to frame certain targets of 
development in the light of requirements during the Plan-period. 
An outlay of Rs. 2,200 million was included in the public and Rs. 
400 million in the private sector. In addition, an outlay of Rs. 
450 million was anticipated outside the Plan. Of the total invest- 
ment of Rs. 3,050 million, a sum of Rs. 1,700 million was expected 
to be provided from internal resources (viz. Rs. 1,200 million from 
private savings and Rs. 500 million from budget surpluses), while 
the balance of payments deficit of Rs. 1,350 million was to be 


financed to the extent of Rs. 150 million from existing sterling — 


balances, the rest to be met from external aid. The annual rate of 
expenditure was expected to rise from Rs. 335 million during 
1951-2 to Rs. 480 million during 1952-3 and 1953-4, but to decline 
to an annual rate of Rs. 435 million during the later years. Average 
annual investment of Rs. 520 million under the Plan formed roughly 
hoped that ‘oe outlay, while not producing any Ppecrentae results 
in terms of present living standards of the people’ would represent 
a ‘beginning in this direction’.2. Table LX XXI shows the distribu- 
tion of outlay and the targets in quantitative terms. 

The execution of the Plan was entrusted to an Economic 
Council, a special committee of the Central Cabinet presided | over 
by the Prime Minister and with Central Ministers for Agriculture, 
Communications, Economic Affairs, Education, Finance, and 
Industries as members. Functioning under it was a Planning 
Commission which would examine and co-ordinate development 
schemes and advise the Council on matters relating to planning 
and development. The latter body was presided over by the 
Minister for Economic Affairs and included as members the 
Secretaries of the Central Ministries and the Development 
Commissioners and Secretaries of the Provincial Governments. 


1 Op. cit., Ch. V, para 5. 2 Tbid. 
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Table LXXXI 


MAIN PROVISIONS AND TARGETS OF THE SIX YEAR DEVELOPMENT PLAN 


Estimated 
expenditure 


Sector aon 
rupees 
746 3- 


1, Agriculture 


2. Transport and communica- 
tions 
(a) Railways 


(b) Roads 
(c) Ports 


(d) Telecommunications* 


3. Fuel and Power 


4. Industry and Mining 


5. Social Capital 
(a) Housing 
(6) Health and medical 


(c) Education 


(d) Technical, Training, and 
Polytechnics 


(e) Water supply for Karachi| Rs. 20 


Rs. 820 


Existing position 
(M1d-1950) 
4. 
Crop Area, 54 million 
acres 
Food Crops! 20 million 
tons 
Non-food cash 
14 million tons 
Other Agricultural com- 
modities® 


crops” 


Locomotives 
Carriages 
Wagons 
Sleepers 


63,259 miles 

Handling capacity 06 
million tons of Chitta- 
gong 

Ship-repairing facilities 


Telephone exchanges 111 
Telephones 17,626 
Telegraph Offices 2,638 
Teleprinters 
Hydro-electric 9,600 kw. 
Thermal power 
67,030 kw. 
Coal production 0-3 mil- 
lion tons 
Mechanization of Mines 
Cotton textiles—1o0o mil- 
lion yds. 
Jute goods—Nil 
Paper manufacture—Nil 
Other Industries 


Geological Survey 


Rural dispensaries 1,691 
Mobile dispensaries 
Hospitals 
Primary schools 
Middle schools 
High schools 
Teacher’s Training 
schools 108 
Teacher’s Training 
colleges 4 


744 
39,612 
4,833 
1,649 


Target (shows 
increase only) 


5- 


6 million acres 
6-9 million tons 
1‘9 million tons 


55 million tons 


170 new engines 

310 new carriages 

1,950 new wagons 

3 million sleepers to be 
replaced 

Full repair facilities to be 
provided in E.B.R. 

9,198 miles 

3°4 million tons 


Provision of dry-dock at 
Karachi 

55 

30,174 

200 

100 

207,000 kw, 

40,300 kw. 


05 million tons 


About 30 mines to be 
mechanized 

1,250 million yds. 

30,000 tons per year 

30,000 tons per year 

Woollen textiles, heavy 
chemicals, fertilizers, 
sulphuric acid, soda, ash, 
soap and glycerine, lea- 
ther, vegetable oil, glass 
and ceramics, sugar, &c. 


A complete survey of the 
whole country to be 
conducted 


600 
600 
120 
4,460 


4,956 
1,020 


ar 
6 


Technical training insti- 
tutions and research lab- 
oratories and_ scholar- 
ships for training abroad 

25 million gallons a day 


1 Including cereals, pulses, and food cash crops, viz. oil seeds, vegetables, sugar-cane, fruits, 


and tea. 
2 Including jute, tobacco, cotton. 


3 Including wool, hides and skins, forest products, milk products, and fodder. Of the total 
estimated increase (viz. 55 million tons, 48 million tons represent fodder, 5 million tons forest 


products, 1°3 million tons milk products). 


# Manual and automatic excluding private 


Ht 


branch exchanges. 
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Financial control over expenditures under the Plan was to be 
exercised in the ordinary way, by legislation through the 
Budget. 

The Plan was formally initiated in July 1951, although some 
of its projects were already under execution. It soon became 
apparent, however, that there were many ‘inadequacies and 
omissions’.1 Since the Plan had been hastily prepared within a 
period of only three months, it represented chiefly a list of projects 
already under execution or consideration, which presumably 
could be completed within six years, if the finances estimated as 
required for them were forthcoming. In some sectors, such as 
agriculture, only lump-sum provisions were made _ because 
specific projects were not available. Some important projects, 
such as the Thal, the Rasul, &c., were outside the Plan, probably 
because they had reached an advanced stage of execution. The 
exclusion of such projects meant, however, that the Plan did not 
provide an integrated framework for the development during the 
period of its operation. 

Meanwhile, the effects of the Korean_.War..were. becoming 
evident and created problems and priorities not foreseen by the_ 
planners. Prices of capital goods increased and supply « difficulties 
appeared. Financial provisions became increasingly inadequate. 
While the internal financial resources, including foreign exchange 
reserves, improved, a simultaneous rise in costs upset calculations. 
The fear of a possible world war brought a new sense of urgency 
to the development effort, or at least to some strategic parts of it. 
As a result a “I'wo-Year Priority Plan’ was formulated in April 
1951, emphasizing an accelerated pace of development i in certain 
industries which would promote self-sufficiency in essential 
consumer goods and services and meet some of ‘the more urgent 
and vital. Tequirements. of the country’ in respect. of thermal 
power, ocean-going ships, ship-repairing facilities and aviation, 
tele-communications, &c. Since this Plan included some projects 
of the Six Year Plan it was to that extent a part of it, but new 
projects, especially in the transportation and industrial sectors, 
claimed a substantial part of the total outlay. Of greater moment 
was Government’s decision to undertake from its own resources 
the entire outlay, if found necessary, whereas the Six Year Plan 


1 Consultative Committee: The Colombo Plan, First Annual Report, 1951-2, 
para. 5 (Cmd. 8519), H.M. Stationery Office, London, May 1952. 
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had depended on participation of both private and foreign funds 
for its fulfillment. The projects in the Two Year Plan are shown 
in Table LX XXII. 

However, before implementation of the priority plan had pro- 
ceeded far, a radical change in the country’s economic situation 
ensued. The onset of the commodity recession—after the cease- 
fire in Korea—resulted in a sharp decline in Pakistan’s export 
prices. 1 This coincided with a serious food shortage, resulting 
in a diversion of shrinking exchange earnings to cereal imports 
and considerably reducing the capacity to import development 
goods, as foreign exchange reserves had already been reduced to 
minimum levels by heavy deficits in the balance of payments in 
earlier years. A deterioration in the terms of trade and a rise in 
food and other domestic prices tended to reduce real incomes and 
savings potential while the growth of inflationary pressures tended 
to divert private investments away from the development pro- 
gramme to speculative operations. The grave food shortage which 
affected West Pakistan in 1952-3 brought new emphasis on 
schemes for quickly increasing grain-production; a large number 
of small schemes for growing more food had to be activated 
and quickly put into execution. Large allocations were needed to 
inform the agricultural population of new and improved techniques 
and to persuade them to use such techniques. 'The drastic curtail- 
ment of imports gave further point to the need for reducing 
dependence on the outside world for vital supplies which could 
be produced economically at home. Substantial changes in the 
emphasis and direction of planning appeared inevitable. 

In August 1952, the Central Government appointed an Econo- 
mic Appraisal and Development Inquiry Committee to review, 
inter alia, the development schemes already approved or under 
preparation and to make recommendations regarding individual 
schemes and the overall pattern of economic development. 
Reporting in March 1953 the Committee allotted priorities to 
individual projects. The highest priority was accorded to 


1 ‘In 1951-2, jute exports of 4,950,000 bales earned Rs. 1,168 millions, while 
in 1952-3 the increased export of 5,750,000 bales earned only Rs. 532 million. 
Similarly, in 1951-2 Pakistan earned Rs. 809 million from the export of 1,100,000 
bales of cotton and in 1952-3 only Rs. 648 million from the larger export of 
1,500,000 bales.’ Consultative Committee, The Colombo Plan, Second Annual 
Report, 1952-3, para. 1 (Cmd. 9016), H.M. Stationery Office, London, Dec- 
ember 1953. 


A. TRANSPORT AND COMMUNICATIONS 
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Io. 


© CNT OV Un w 


Table LXXXII 


LisT OF PRojEcTs INCLUDED IN THE Two YEAR PRIORITY PLAN 
(in millions of rupees) 


Name of Project 


Construction of Karachi Com- 
mercial Dry-Dock 

Expansion of ship- -repairing 
facilities in East Pakistan 


. Formation of National Steam- 


ship Corp. 


. Purchase of ocean-going ships 
. Establishment of Mercantile 


Marine Academy 
Purchase of Convair ccraitt 


. Line Stores Factory .. 
. Telephone Factory 
. Installation of wireless eras 


mitters, wireless receivers, and 
aerial equipment : 
Installation of high frequency 
radio equipment for tele- 
graphs and telephones 


B. FuEL AND POWER 


II. 


Thermal Station Schemes 


C. INDUSTRY AND MINING 


2. 
13: 
14. 


TSt 
16. 
17. 
18. 
19. 
. Power alcohol 

. Pharmaceuticals and chemicals 
. Rubber tyres and tubes 

. Cotton-seed oil mills 

. Coal tar distillation plant 

. Antimony refining plant ue 
. Establishment of a pool of dril- 


Wireless and cables plant 
Cotton Textiles : 

Steel smelting, re- rolling and 
fabricating mills 

Leather and footwear 

Cement factories 

Jute mills 

Strawboards, Boxboards, &c. 
Caustic soda 


ling machines 


D. AGRICULTURE 


27- 
28. 


29. Purchase of 


Provision of cold storage for 
potato seeds 

Purchase of equipment for 
animal husbandry 


trawlers and 


launches for fisheries 


Capital Outlay 


125°0 


8:0 } 


me fh ND NA ns 
omouw wn 
re) 


Ba hes 


Db unUPdddudddu 


—_a 


Targets 


Fifteen ships 


127°7 Three aircrafts 


Additional capacity of 
125,000 kw. 


Additional 250,000 
spindles 


—— 


2 factories 

4 mills of 500 looms 

3 factories [each 
244°1 ie 


sl 


2 plants of 50,000 tons 
annual capacity 


2 plants 


10°6 
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projects ‘of agricultural power and industrial development’ and 
schemes for training of technical personnel. ‘The second priority 
was given for ‘projects for which foreign aid has been received 

. The next priority was to be given to ‘schemes 
which meet ati urgent need or are highly productive on a short- 
term basis, with due regard to foreign earnings’.1 The Committee 
proceeded to recommend that ‘more orderly and integrated plan- 
ning’ be done than hitherto and to remark that ‘targets in different 
fields had not so far been considered in relation to overall resources 
and requirements’.? 

This recommendation was implemented with the appointment 
of a Planning Board in July 1953, charged with the responsibility 
of (2) reviewing development activity since independence, (d) 
assessing the resources, material and human, which could be made 
available during the five years commencing ist April 1954, (c) pre- 
paring a National Plan of development based on the fullest possible 
utilization of those resources for implementation in a period of five 
years, and (d) making recommendations regarding the administra- 
tive machinery best calculated to assure the successful implementa- 
tion of the Plan. 

A draft Plan covering the five-year period from April 1955 to 
March 1960 was published in May 1956. Although presented 
after the commencement of the period covered, the Planning 
Board had been enabled to influence proposals for development 
included in the 1955-6 budget (and again in the 1956-7 budget), 
in the preparation of which it was given an opportunity to express 
its views in the light of tentative decisions reached on the size, 
objectives, and priorities of the Plan. At the same time, the Board 
stated that its Plan could not but reflect, in its initial stages, the 
development that was already under way and that only in later 


1 Report of the Economic Appraisal Committee, para. 338. It is difficult to 
resist the conclusion that the definition of priority projects was wide enough to 
cover almost all projects of any size in execution. 


2 The Report goes on to state that ‘Consideration and approval of schemes 
has proceeded essentially on an ad hoc basis’. However, the Committee felt 
that ‘Initially, this was unavoidable and it did not prove harmful because the 
field of development was so large and the needs so obvious that any project 
was bound to bring in substantial benefits’ (para. 494). ‘The latter conclusion 
was evidently agreeable to the Planning Board (see the text), since after a com- 
prehensive review of resources and projects, it was able to state that all schemes 
in execution at the time the Plan was prepared were included, ‘a measure 
which was justified on their merits also’. (FYPD, Introduction, para. 8.) 
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years could the changes in the pattern of investment recommended 
by the Board become effective. 

Perhaps of greater significance was the opportunity made avail- 
able for an expert? assessment of the total resources available for 
development, the determination of a system of priorities among the 
competing claims in the light of given objectives, the examination 
of schemes with a view to eliminating inconsistencies and over- 
lapping, and the overall integration of the development pro- 
gramme through a careful testing of its component parts in terms 
of efficiency, feasibility and consistency. 

The Board laid out the following objectives: (a) to raise the 
national i income, (6) to improve the balance of payments, (c) to in- 


crease the opportunities for employment, (d) to _extend_ social. 
services, and (e) to increase rapidly. the -rate of. development, 
especially in East Pakistan and other relatively less- -developed 


areas. Of these the first two appeared to be the primary objectives, 
whereas the third was a derived, even a secondary one. The fourth 
would be the result and the last the means of achieving the first 
three. 

The Board had to choose between two courses for proceeding on 
its task. It could have started from pre-determined targets of 
(increasing) national income, employment, and production and 
regarded all the resources of the community as available for 
development work. The other was to assess the maximum 
amount of resources which the community would be willing to 

1 The Board explains the time taken on the formulation of the Plan as due 
to ‘lack of adequate planning arrangements in Central and Provincial depart- 


ments and agencies, inadequate statistics, and rapidly changing political and 
administrative arrangements’. (Introduction, para. 13.) 


2'The Board was assisted in its technical work by a group of American 
experts selected by Harvard University and financed by a grant from the Ford 
Foundation. 


3 ‘Given the total size of the programme, the problem is to allocate the avail- 


able resources so as to make the maximum contribution to economic and social - 


development. ... If it is proposed to increase the provision for any particular 
sector, certain questions are relevant. First, from what other sectors are the 
resources to be drawn, and what will be the effect of this transfer on the growth 
of national income? This is the question of priorities, or efficiency in the use 
of resources. Second, does the administrative organization necessary for the 
proposed expansion of the particular sector exist? This is the question of admini- 
strative feasibility. Third, if the proposed transfer of development funds is 
carried out, how will it affect requirements for foreign exchange, particular 
materials, and are all these new requirements consistent with expected supplies? 
This is the question of consistency.’ (Ch. 4, para. 31.) 
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devote to development either through public or private saving; 
and including resources made available from abroad in the form 
of private investment and public loans and grants. It rejected 
the first approach as likely to impose on the people tasks ‘often 
larger than they can bear without suffering serious hardships’. 
However, in choosing the second approach the Board made it 
clear that this did not ‘mean absence of sacrifice’ since it assumed 
that ‘the government and the people put forth their maximum 
effort’. 

Nor did the adoption of the latter approach mean that there was 
no place for an assessment of requirements.1 In fact, the Plan was 
‘formulated through a process of successive approximations by 
means of a comparison of resources available and of claims upon 
these resources’.2 The initial comparison showed that resources 
were inadequate to meet all requirements and that certain re- 
sources were more inadequate than others. Possibilities were, 
therefore, explored of ‘increasing the supply of the scarcer re- 
sources, of transferring demand from them to other and more 
plentiful resources, and of increasing the efficiency with which all 
resources are used by arranging the various schemes proposed in 
order of their estimated productivity and importance’.® 

The assessment of resources proceeded at two levels. First, 
there was an aggregative examination of potential real resources, 
as expressed in monetary terms: here the objective to be achieved 
was financial balance, i.e. ‘the avoidance of any serious excess 
or deficiency of claims in relation to the real resources which 
could be made available’. Second: ‘In addition to the require- 
ments of overall balance it was necessary to adjust the scale and the 
composition of the development programme to the limitations of 
supply of certain specific resources such as foreign exchange and 
entrepreneural organizational and technical capabilities.’ ° 

The Board made estimates of public and private savings. 
Revenues -s during the Five Year Plan period, in the “public sector 


1 ‘Tf targets are selected with some ‘regard to the resources likely to be mae 
able and if at the same time resource availability is estimated with the objective 
of stretching capabilities to their limit, these approaches are not inconsistent. 
In preparing the Plan we have laid emphasis on the resources expected to be 
available, but we have attempted to estimate these resources on the assumption 
that every effort will be made to increase them within the limits of the possible.’ 
(FYPD, Ch. 3; para. 15.) 

2 FYPD, Ch. 4, para. 4. 3 Ibid., para. 7. 

4 Op. cit., Ch. 8, para. 9. 5 Ibid., para. 4. 
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from taxes, profits of public undertakings, and other sources _ 
were . placed at an annual average of Rs. 2,308 million as against 
annual average non-development. expenditures _ of Rs. 2 ,008 


million, covering defence (Rs. 955 million), general administra- 
tive services (Rs. 492 million), debt services (Rs. 100 million), 
social services (Rs. 232 million), economic services (Rs. 146 
million), and other purposes. This left public savings of Rs. 300 
million per year or Rs. 1,500 million over the Plan period. How- 
ever, the major portion of public savings was. ‘expected to accrue 
only i in the later years of the Plan and to absorb about 13 per cent. 
of the increase in the gross national product. It was stated that 
the availability of savings in the public sector would not be 
limited to increased revenues from higher customs duties on 
aid-financed imports or the expansion of production, incomes, 
and foreign and domestic commerce brought about by the Plan. 
It would require positive action to raise revenues through im- 
proved collection and extension of certain taxes (e.g. income and 
property taxes), the taxation of unearned increment through 
betterment levies and through a strict control on non-develop- 
ment expenditures. The resulting increase in public savings was 
not regarded as being oppressive, since the present low percentage 
of 6 to 7 per cent. of the national income passing through the 
public sector in the form of tax revenues was considered modest. 

Next, the Board proceeded to make an estimate of private 
savings, the first of its kind to be made for Pakistan. ‘The average 
annual rate of actual private saving during the four-year period 
from 1951-2 to 1954-5 was derived by calculating (1) private 
investment domestically financed less foreign investments in 
and credits to the private sector, plus (2) public expenditures 
financed from domestic non-revenue sources through increase in 


1 Public savings were defined as the excess of the public sector’s gross income 
over public expenditures for non-development or consumption purposes. 
Public savings were computed on a gross basis by including as an element of 
revenue the depreciation accruals of public enterprises for replacement. 
Development outlays were defined to include investment in fixed capital as 
well as expenditure on certain new or expanded schemes in social services 
which although not resulting in the creation of new physical facilities, serve 
to increase the communities’ intangible productive capital. Accordingly, in 
arriving at public savings, gross revenues were not deducted for such productive 
social service outlays and the figure obtained was therefore higher than the 
figure which would be obtained if only resources available for net investment 
were included. Again, public savings in the sense used here are not to be 
confused with a surplus in the revenue budget. 
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a sector liabilities. (debt, deposits, &c.),.. and. decrease _in 


copa shares, decrease in cash balances, &c.), less (3) 
decrease in foreign exchange holdings. ‘This provided an annual 
average of Rs. 906 million. From this the trend-value of potential 
private savings in 1954-5 expressed in 1955 post-devaluation 
rupee purchasing power was derived at Rs. 950 million. Using 
this as the base, the trend value for 1955-60 was obtained on the 
assumption that (a) real natural product would increase by 20 per 
cent. over the Plan period, and (6) ro per cent. of the rise in gross 
national product would be devoted to increased private savings. 
This gave a figure of Rs. 1,180 million per annum, or Rs. 5, goo 
million over the Plan period. 

It was emphasized that the achievement of this figure of private 
savings was not to be regarded as “an automatic and assured by- 
product of economic growth’.? It was pointed out that private 
savings in 1954-5 represented an average rate of savings of 5 per 
cent. of gross national product, whereas the Plan calculations 
required an incremental ratio of 10 per cent. of the gross national 
product during the Plan period. When both the increase in G.N.P. 
and the rise in the marginal rate of savings are taken into account, 
this means an increase of 42 per cent. as compared with 1954-5. 
This implies that as real incomes increase, the proportion saved 
must increase at a rate faster than the increase in income. To 
achieve this result, measures to encourage thrift and to impose 
deterrents on non-essential consumption are needed. These 
measures would include the continued denial of foreign exchange 
for the import of non-essential consumer goods, restrictions on 
expenditures on domestically produced luxuries through taxes 
supplemented by more direct measures regulating construction, 


1 Unlike the estimate of public saving, the estimate of private saving was 
derived solely from figures of investment in fixed capital, since investments 
in stocks of raw materials, goods in process, and finished articles are now known. 
The estimate of private saving refers to the monetized sector only. Like 
public saving, it refers to potential rather than actual savings, i.e. it represents 
the amount of savings which would be forthcoming if development expenditures 
were maintained at the highest level which the economy can support without 
inflating the price level of essential consumer goods. Finally, the projection 
of potential private saving, as of public saving, is to be interpreted as an estimate 
of underlying trend values, subject to yearly fluctuations arising from variations 
in harvests or fluctuating market conditions for export crops. 


2 FYPD, Ch. 8, para. 27. 
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ceremonial and other types of conspicuous consumption, &c. 
‘The negative measures would have to be supplemented by meas- 
ures for the development of life insurance and other saving 
institutions and through the offer of higher interest rates on 
savings deposits and other government securities designed to 
attract individual investors. 

Taking both private and public savings together, the Board 
arrived at an annual average of Rs..1,480 million or Rs. 7,400 
million over the Plan period. This would mean an increase in 
total internal savings (i.e. including both private and public 
savings) from 5 per cent. of G.N.P. in 1954-5 to 8 percent. in the 
last year of the Plan or 7 per cent. over the Plan period. How- 
ever, if savings meant for replacement. of existing assets or not 


directly resulting 1 in physical capital formation were ignored, the 


ratio of savings defined as internal resources available for net 
capital formation is still in the neighbourhood of 5 per cent. of 
GNP 7 | 
After estimating internal savings available for development, 
the Board tried to project external resources likely to be available 
during the Plan period. It felt that new foreign i investment would 
amount to Rs. 520 million, mainly in petroleum and other { fuel 


industries. Offsetting this were repayments of deferred credits. 


amounting to Rs. 120 million, leaving a net import of capital 
into the private sector of Rs. 400_ million. It then projected a 
figure of Rs. 3, 800 million for foreign loans and grants to the public 
sector as being _ well within the range of possibilities.1 On this 
basis_it. arrived at the figure of Rs. 11,6000 million as being 
available for economic development aes) the Plan period, 

taking the grand total of domestic_and foreign | investment t possi- 
bilities. © 

- This estimate of external assistance does not measure the 
foreign exchange component of the development programme. Of 
the total outlay of Rs. 11,600 million, no less than Rs. 5,300 
million is the estimated requirement for foreign exchange. 2 Tt is 


1 FYPD, ch. 11, para. 66. 


2'The proportion of foreign exchange outlay is described as ‘heavy’ and is 
despite efforts to prepare the Plan in such a way as to ‘minimize import needs 
by selecting, so far as possible, schemes that use mainly domestic resources, 
and by providing, wherever possible, for the use of local materials’ (Ch. 2, 
para. 44). Import requirements are found to comprise 42 per cent. of the out- 
lay in the public sector and 52 per cent. in the private sector (Ch. 11, para. 65.) 
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expected, however, to utilize approximately Rs. 1,000 million 
from the country’s current foreign exchange ference Total 
earnings during the Plan period are projected at Rs. 10,140 
million and ‘minimum foreign exchange requirements’ for con- 
sumer goods (Rs. 1,670 million), raw-materials, fuels and spare 
parts (Rs. 3,880 million), non-development imports and other 
payments on government account for defence and other purposes 
(Rs. 1,840 million), and for invisibles and deferred payments 
Rs. 1,750 million) add_up to Rs. 9,140 million, leaving only 
.s. 1,000 million for development, as indicated above. It is noted 
that there is ‘no surplus of foreign exchange earnings . . . to 
pay for development imports’ at the beginning of the Plan period,! 
and it is only in the later stages of the Plan that the surplus will 
begin to emerge. This clearly indicates the dependence on foreign 
aid for the implementation of the Plan.2 However, by the end 
of the Plan period, there is expected to be a margin of Rs. 500 
million per annum available for development. The improvement 
is compounded of (a) an increase in foreign exchange earnings of 
Rs. 400 million, especially from raw cotton and jute manufactures, 
which will more than offset the decline in raw jute imports (the 
estimates are based on certain assumptions regarding world 
prices and domestic production,*® and it is emphasized that ‘the 
achievement of export targets will require a great effort’,* (5) 
a decline of Rs. 100 million per annum in import requirements. 
This is attributed largely to a decline of Rs. 150 million under 
consumer-goods imports; the savings in this sector to be offset 
by ‘slight increases in government non-development requirements 
and a large increase in the import of spare-parts’. Imports of 
industrial raw materials are expected to remain unchanged, the 
larger requirements of certain industries (e.g. chemicals, metal- 
working, motor-car assembly) being balanced by increased 


1 FYPD, Ch. 2, para. 46. 


2’'This is clearly acknowledged by the Board in the following terms: ‘In 
view of the special shortage of foreign exchange, external finance has a double 
significance; it serves both to increase the aggregate resources and also relieves a 
special shortage of key importance to the economy .. . the role of external 
assistance is of far greater strategic importance to the execution of the Plan 
than a comparison of its monetary magnitude with that of internal savings 
would suggest. A large curtailment of foreign aid or a sizeable shortfall of 
export earnings would necessitate halting work on many schemes... .’ (Ch. 11, 
para. 34.) 

3 Ibid., para. 53. 4 Tbid., para. 52. 
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domestic production of coal, natural gas, and fibres. Again, it is 
stressed that such improvement " ‘will not be achieved unless there 
1s) continued austerity in the import of non- development goods 
and unless the scale of investment and the priorities proposed 
in the Plan are realized’.? It is hoped that as the projects in the 


Plan begin to fructify and with the development of the engineering 


industry, it should be possible to produce within the country 


more of the capital goods required for development.® 

~ Turning now to a description. of the development programme 
framed by the Boa Board i in the light of its assessment_of resources, 
it is interesting to find that the Plan actually provides for a 
much larger outlay of Rs. 12,830 million, of which Rs. 3,600 
million is the monetary investment* estimated in the private sector 
and Rs. 9,230 million is provided for in the public sector. The 
reason for targeting a larger outlay than the estimated resources 
will permit is justified on the score ‘that there will be some 
short-fall in expenditure under this Plan’ and that if provision 
were made ‘only to the extent of the estimated resources, a short- 
fall... would mean that some resources would remain unused’.® 

The e outlay in the private sector is ‘only an estimate of what 
1S “expected to be achieved under the influence of appropriate 


1 FYPD, Ch. 11, para. 64. 2 Ch. 2, para. 46. 


3 Ibid., para 67. It is further stated that: ‘By the end of the Plan period, 
the prospect is that the foreign exchange limitation on development will have 
greatly eased, and this improvement may be expected to continue in later years.’ 
Without knowledge of the size of development programmes in the post-Plan 
years and their foreign exchange component, it is difficult to find a basis for 
the optimism here expressed. 


4 'There is an additional non-monetary investment of Rs. 1,500 to Rs. 2,000 
million for private and communal purposes, such as the construction of houses, 
small irrigation and reclamation works and other durable assets for private 
use and the building of schools, dispensaries, roads, drains, wells, and bunds 
for communal use, which would not necessarily involve any expenditure of 
money. (Ch. 2, para. 14.) 


5 Ch. 2, para. 51. The reasons for expecting such a short-fall are explained 
as follows: ‘This is the first time that the country will embark on a planned 
effort on this scale. In the first place, the magnitude of the Plan is large; 
in the second place, it embodies a diversified programme, parts of which re- 
quire emphasis on sectors of social and economic life which have either been 
largely neglected, such as housing and social welfare, or have received in- 
sufficient recognition, such as technical training. It would be unrealistic to 
expect the programme to be achieved in full by 1960—though much more 
would be done than could be attained under an easier approach of unplanned 
effort, not tied to ambitious targets. We must reckon, at best, on a short-fall 
in the expenditure targets, perhaps of the order of 15 per cent.’ (Ch. 4, para. 30.) 
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government policies’.1 Over one-third is expected to be invested 
in large-scale industry, including jute goods, sugar, tobacco, 
drugs and chemicals, electrical goods, cement, &c. Another 
quarter or ‘somewhat less’ is expected to go into private con- 
struction, which is bound to be encouraged by the public housing 
and settlements programme as indicated below. The remainder 
is estimated to be invested in transport equipment (trucks, buses, 
&c.), in minerals (mostly exploitation of natural gas and oil), and in 
other fields such as the service trades, commerce, and agriculture.? 
The distribution of the public sector programme and some of the 
results to be expected from it are summarized in Table LXXXIII. 
The components of the individual programmes have been dis- 
cussed in appropriate chapters above. Here it is only necessary to 
indicate the broad policy issues and considerations behind the dis- 
tribution of resources, to summarize the results expected from the 
total programme and to give special mention to the ‘Social 
Services’ component which has not been dealt with elsewhere 
in this study. 

Roughly one-third of the total outlay in the public sector 
is devoted to the agriculture programme, including Village-AID, 
irrigation, reclamation, drainage, and other rural-oriented activity. 
This is explained in terms of such well-known facts as that about 
go per cent. of the population lives in the rural areas; about 75 per 
cent. depend for their livelihood on agriculture; over 60 per cent. 
of the national income is derived from it, and agriculture provides 
over 80 per cent. of the country’s een exchange earnings and 
virtually all the food needed by the country. ‘Improvements 1 in 
income from agriculture are the best means to raise general 
standards of living; and the country’ s exports can be increased 
in the short-run mainly through increasing the output of certain 
agricultural products’.® 

1 ‘While the government cannot determine precisely the magnitude or the 
kind of private investment that will actually be made, it can, by suitable policies 
and its import licensing powers, greatly influence the magnitude of private 
investment and ensure that it does not go into fields considered undesirable 
or of lower priority.’ (Ch. 2, para. 13.) , 

2 Ch. 2, para. 12-13. 


3 Ch. 2, para. 67. In relation to industry, it is noted that ‘special emphasis 
on agriculture is necessary in the Plan period to prevent the danger of im- 
balance . . . to provide food for the increasing urban population and industrial 
labour . . . to increase the income of rural . . . workers who (are) . . . the largest 
potential buyers of industrial products’. (Ch. 20, para. 2.) 


Table 
DISTRIBUTION OF OUTLAY AND RESULTS IN PuBLIC SECTOR 


(Rs. in AH 
Development Sector Cost Results Development Sector Cost 

Village-AID and_ rural 5,000 village level wor- Mangla 438 
development outside Vil- 243 kers trained and as- Other 66 
age-AID area (3%)1]| signed to 26,000 vil- Irrigation: 

lages inhabited by Taunsa Barrage 74 
Village-AID: 17 million persons. Gudu Barrage 110 
Development funds (in- Ghulam Mohammed 
cluding credit funds) 132 Barrage 77 
Administrative costs 51 Link Canals 143 
Training of village Other 343 
workers and _ other 
Village-AID personnel 30 Flood regulation and 
Development outside drainage — 
Village-AID areas: Ganges Flushing-cum- 

General Programme 25 drainage 37 

Tribal areas 5 Other 63 
Agriculture (including col- Increases of: (output) | Power: 

onization, animal hus- 13% in food crops. Sidhirganj thermal 30 
bandry, forestry and 886 |15% in raw jute. Karachi electric supply 62 
fisheries) (10°9%)1| 38% in cotton. Warsak high voltage 

17% in fruits and vege- grid 80 

Field crops: tables. Sui Gas power station 100 
Cropbreeding and seed 38% in sugar-cane. Upper and lower Sind 

schemes 61 | 13% in tea. thermal system 67 

Manures and fertilizers 178 | 16% in tobacco. East Pakistan  trans- 

Colonization 115 | 30% in fish. mission and distribut- 

Marketing and storage 54° 175% in sawn and ing schemes 48 

Education, research, square timber. Other 154 

and extension 37 6% in round timber. 

Other 97 Industry—Large-Scale 880 
Fisheries 28 (9°5 %) 
Animal husbandry: Paper 176 

Breeding 32 Chemicals 146 

Disease control 13 Cement 54 

Education and research 26 Iron & Steel 50 

Other 22 Shipyards 76 
Range management and Sui Gas 64 

soil conservation 16 Textiles go 

Forestry: Sugar 102 
Extraction and utiliza- 

tion 40 Other 62 

Education and research 25 

Afforestation 31 

Other 4 
Rural Credit 95 
Consolidation of land Industry—Small-Scale 54 

holdings 12 
Research, demonstra- 
Water and Power Develop- (Millions of acres) tion, &c. 28 
ment 2601 | Additional area irri- Loan funds 18 
(32%)1| gated 2°54 Handloom ___re-equip- 

General Investigations: Improvement of water- ment 2 
Ground water 86 supply: 3°49 Special small industries 6 
Other 32 | Flood regulation and 
Multi-purpose develop- drainage: 1°43 | Fuel and Minerals 100 

ment: — (r-r1%)2 
Karnaphuli 238 |Increase in _ installed Geological Survey and 
Warsak 169 power capacity: Bureau of Mines 6 
Teesta 99 (o00’s kw.) Special high priority 
Ganges Kobadak 85 | Hydro 280-0 investigations 9 
Thermal 322°7 Prospecting for oil and 
Industrial Plant gas 56 
(000’s kw.) 47-0 Expansion of coal pro- 
duction 19 
Expansion of chromite 
production = 
P.I.D.C. expansion of 
gypsum production o*4 
P.I.D.C. investment in 
Mukerwal Collieries 8 


1 Percentage of total outlay excluding reserve. 
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DEVELOPMENT PROGRAMME IN THE FIVE YEAR PLAN DRAFT 


Results 


Results cannot be 
shown separately for 
public sector because 
of participation of pri- 
vate funds in most 
industries 


Development Sector 


Processing for sulphur 
ore 

Expansion of salt pro- 
duction (East Pakistan) 


Transport and Communi- 


cations 


Railways 

Roads 

Road transport 

Ports 

Shipping 

Inland water transport 
Civil aviation 

Postal services 
‘Telecommunications 
Broadcasting 


Housing and Settlements 


Surveys, planning, de- 
sign, research, and 
education 

Rural housing and com- 
munity facilities 

New housing in towns 
and cities 

Improving existing 
towns and cities 

Administrative centres 


Education and training 


Primary education 
Secondary education 
‘Teacher training 
Colleges, including tal- 
ent scheme 
Universities, including 
overseas scholarships 
Technical Education 
Other institutions 


Health 


Tuberculosis control 
Malaria control 
Infectious disease hos- 
pitals 
Maternal 
health 
Medical and technical 
education 

Hospitals and dispen- 
saries 

School health, educa- 
tion, nutrition, re- 
search and statistics 


and infant 


Social Welfare 


Training 

Research 
Administration 

Urban community de- 
velopment projects 
Remedial establish- 
ments 


Labour and employment 


and miscellaneous 


Reserves 


Cost 


O'4 
08 


771 
(9°5 %)2 


22 


6 


33 
(0-4 %)1 


Results 


Renewal and replacement of track 
and rolling stock. 


1,800 miles of new roads and 2,000 
miles of existing roads improved. 


13 berths at Karachi rebuilt— 
Chittagong Port completed. 
45,000 tons of new shipping. 


250,000 housing plots of which 
140,000 to be assisted with con- 
truction materials, nucleus 
houses, and complete houses. 


50,000 drinking wells in East 
Pakistan. 


Primary Schools: 

25 new teacher training institu- 
tions and 99 existing institutions 
to be improved: capacity 10,500 
teachers a year. 213,000 schools 
to be improved and 4,500 new 
schools to be opened: enrol- 
ment increased 1 million. 

Secondary Schools: 

2 new Training Institutions and 
14 to be improved: capacity— 
1,250 teachers. 

Training Colleges: 

2 new Training Colleges: Annual 
out-turn of graduate teachers— 
800 a year. 

Engineering: 

650 engineers and 3,950 techni- 

cians a year. 


Hospital beds to be increased 
from 23,000 to 32,000 


1 Percentage of total outlay excluding reserve. 
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‘The pride of place in the agriculture programme is given to 


Village-AID (Agricultural and Industrial Development) v which is. 


described as the ‘means for bringing better living standards and a 
new spirit of. hope and confidence to the villagers’. In the five- 
year period, it is planned to cover roughly one-quarter of the 
rural population, or about 17 million people in 26,000 villages 
with the help of 5,000 trained village-workers, and by 1965 it is 
hoped to bring the entire country into the programme. Mean- 
while provision is made for assisting the development of villages 
that are outside the Village-Aid areas, and special provision is 
made for the Tribal Areas. The number of village-level workers 
and development officers ‘that can be properly trained’ is found to 
set ‘the basic limit to the expansion of the programme’ in this as in 
other fields of activity under the Plan (see below). “The financial 
provisions for Village-AID are summarized as part of Table 
LXXXIII. 

The programme for agriculture proper is given ‘very high 
priority’ because, among other reasons, ‘progress in the past has 
been inadequate—production per acre has fallen for some crops 
and total food production has not kept pace with the growth of 
population’.2 Table LXXXIV summarizes the agricultural output 
targets for 1955-60. ‘These are described as ‘very ambitious in 
terms of past accomplishments but not in terms of the country’s 
needs’. The expansion of the programme is ‘limited during the 
planned period more by shortages of trained staff and the lack 
of schemes and adequate administrative arrangements than by 
funds or physical resources’.2 The 2 Increase in output is to be 
achieved almost equally through increasing the yield of crops 
per acre and bringing over 3 million acres of additional land under 

‘cultivation, of which one million will require major. colonization 
efforts. The ‘heart’ of the agricultural programme—‘whether 


1 Ch. 2, para. 16. Elsewhere, the Village-AID programme is described as 
‘the major instrument . . . for increasing the production from agriculture and 
village industries, and thereby increasing the incomes of the rural people... . 
It will not only bring them rapid and steady economic and social improvement 
but also show them how to organize together in co-operatives and other local 
democratic institutions which can provide the basis for a great strengthening 
of the country’s political life.’ (Ch. 2, paras. 57-62.) 


2 Ibid., para. 67. See Chapters II and III of this study for an overall dis- 
cussion of agriculture, including plans for development. 


3 Ibid., para. 69. 
4 ‘Colonization costs in these areas will be heavy. Where large areas of land 
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affecting field crops, animal husbandry, range-management, 
fisheries, or forestry—is the careful and eagy expansion of 
research, education, and extension programmes’. However, a 
eee of technical personnel will again handicap the pro- 
gramme, although recommendations have been made placing 
great emphasis on training and the need for higher salaries and 
better conditions for agricultural specialists. ‘The targets fixed 
for the agricultural programmes include a 13 per cent. increase 
in food-grains and much larger increases in cotton, oilseeds, 
sugar-cane, fruits, and vegetables. The basic target to be reached 
by 1960 is a secure food supply within the country for the growing 
population and a ‘substantial beginning, through research and 
extension programmes and a provision of fertilizers, equipment, 
pesticides . . . towards more diversified and more valuable agri- 
cultural ouenae: Finally, the Board emphasizes that in order 
for these targets to be reached, ‘the drive and energy which 
characterized the field of industry must be matched by a deter- 
mined leadership in agriculture’.+ 

Turning to the industrial sector, the Board gives it ‘second, 
but a very close second’ priority to agriculture. 2 After noting 
the ‘spectacular’ progress of industrialization in recent years, 


it is stated that the Plan period must be one of ‘consolidation, 
fuller use of existing capacity and better balanced development’.? 

Among the objectives of industrial development in the country, 
four are clearly stated: 


Firstly, ‘to produce the largest amount of those products which are © 
wanted most in the country’. The need for maximum returns in 
relation to investment is qualified, however, by relating each scheme 
‘to the total programme’ and its long-range prospects for which five 
years is too short a period. 

The second objective ‘and in many ways the most important in the 


are involved, new crop patterns need to be worked out, and intensive and 
complicated co-ordination of administration is necessary. We recommend 
that semi-autonomous development authorities should be set up to manage 
the development of the areas and to expedite colonization and other activities 
necessary to put the water to use. To explore possibilities of rapid development, 
some of the new land in large blocks might be leased on a pilot project basis 
for a limited number of years to private companies.’ Ch. 2, para. 75. 


1 Ch. 2, para. 17. 2 Ch. 20, para. 22. 


3 Ibid. The programme included in the Plan is said to maintain the tempo 
of recent years ‘though on a more carefully planned and balanced basis’. 


II 


498 THE ECONOMY OF PAKISTAN 


present circumstances to the country is to earn or save foreign ex- 
\ change’.1 

_ The third is to produce goods which would be needed in carrying out 
_ the Plan, such as cement, packing paper, containers, tea chests, &c. 
_ This is considered necessary ‘to prevent the emergence of new liabilities 
_ against foreign exchange resources as well as to maintain consistency 
in planning.” 

The final objective is ‘to put people to work’. The Board takes up the 
question of labour-intensive versus capital-intensive investments and 
concludes that ‘many of the assumed conflicts between (such) processes 
are stated in terms of extremes . . . the true solution will probably be 
found at some point between the two extremes, based upon the relative 
cost and efficiency of doing the job with different combinations of 
labour and capital equipment’. 


Chapter IX describes the investment programme framed by the 
Planning Board in the light of these objectives. In framing it, the 
Board proceeded ‘in large part upon qualitative judgements 
rather than upon adequate technical data’.* Four types of invest- 


ment are included: (a)_ modernization of plant and equipment, 
especially in cotton ginning, handloom weaving, &c.; 5 (b) balancing 


existing facilities through such items as servicing units, packaging 


materials, production of equipment for light industry, additional 


1 Ch. 20, para. 23. “The purpose must be to invest in those industries 
which save the largest amount of foreign exchange in relation to the cost of 
the investment .. . if the successive investments are large enough, the country 
can overcome the extreme SHEEHY of foreign exchange which characterizes 
the country now.’ 


2 Ibid., para. 23. 


3 Ibid., para. 26. The Board goes on to amplify its conclusion as follows: 
‘In this country it will ordinarily be profitable to use a higher proportion of 
labour than is customary in advanced countries, because labour is more abun- 
dant and cheaper. But it would be easy to go too far and put misdirected 
emphasis upon creating any kind of jobs or upon preserving stagnant and out- 
dated techniques in order to avoid apparent disturbances in employment 
opportunities. Such actions would slow down the rate of increase in national 
income and cut down the total opportunities for additional employment.’ In 
effect, the employment objective is regarded as secondary to the income ob- 
jective. 


4 Tbid., para. 49. 


5 Ibid., para. 50. The Plan noted however that a modernization programme 
‘would not be easy to carry out and might spread over more than the planned 
period ... apart from the fact that the number of units . . . are evacuee property 
and do not belong to the beneficiaries, the programme must in nature be a 
diffused one... the owners may not be able or willing to undertake the technical 
work or the investment involved’. 
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processes in existing textiles and other industries; (c) establish- 


exist for ‘atilizing local raw materiale (e. g. paper ‘products from 
wild grasses and bamboos), or the by-products of certain industries 
(e.g. rayon yarn from cotton linters, cosmetics from wool grease, 
plastics from sawdust, chemicals from natural gas, &c.).1 At the 
same time it is pointed out that the existence of local raw materials 
does not exclusively determine the desirability of investment ‘but 
also the quality . . . location and . . . whether products can be 
manufactured efficiently in relation to other possible investments’, 
(d) lastly investment is permitted for establishing promising 
industries which use mainly imported materials in raw or semi- 
finished form and assemble or fabricate them into finished products 
(e.g. ‘radios, pharmaceuticals, motor-cars). It is noted that there 
can be a succession of steps, starting with simple assembling and 
carrying through to manufacture of components.? 

It remains to indicate the effects of industrial development on 
employment.and the balance of payments. The gross increase in 
the value of production is from Rs. 3,411 million i in 1954 to an 
estimated Rs. 6,266 million in 1960, due partly to increased 
utilization of existing capacity (Rs. 774 million) and partly to 
the expected construction of new capacity (Rs...2,081. million). 
The increase in ‘value added’ is Rs. 802 million, which is the gross 
measure of the increase in national income from the large-scale 
industrial programme. ‘Total industrial production in 1960 should 
be 80 per cent. over the level of 19 54. 

Direct employment is expected to increase by about 200,000 as 
shown by Table LXXXIV. But there is likely to be a considerable 
indirect increase in employment which cannot be easily estimated. 
The. balance of payments effect is estimated by taking the differ- 
ence between the increased value of product from new investment 
of Rs. 2,080 million, less its foreign exchange component of Rs. 
830 million. This gives a potential favourable effect of Rs. 1,250 
million. However, the gross figure is adjusted for increased con- 
sumption due to increased availability of such items as cloth, 


1 Ch. 20, para. 53. 


2 Ibid., para. 56. “The gains in such cases, in comparison with the alter- 
native of importing the finished products, come largely from savings on trans- 
port costs and from using the local workers, rather than paying for work to be 
done in other countries,’ 
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Table LXXXIV 


ACTUAL AND EXPECTED EMPLOYMENT LEVELS IN LARGE-SCALE INDUSTRY, 
1954 AND 1960 


@lass Average employment | Expected employment 
level, 1954-5 level, 1959-60 


Professional (including engineers, 
scientists, administrators, and 


managers) 6,500 8,500 
Highly technical 4,900 6,200 
Skilled and semi-skilled 193,000 301,700 
Unskilled and clerical 185,000 268,600 
Totals 389,400 585,000 


Source: FYPD, Ch. 20, para. 112. 


sugar and cigarettes, leaving a ‘true net effect’ of Rs. 750. million.? 

In the small-scale industries programme, ‘the results are more 
difficult to measure, partly because ‘physical results will be spread 
over thousands of small units and in most cases will represent 
modernization and improved methods and larger working stocks 
rather than new plant.2 The value of production is roughly 
estimated to increase by Rs. 1,000 million through improved 
flow of raw materials and better utilization of existing facilities, 
while another Rs. 1,500 million is expected from the investment 
programme, bringing the total value of annual production to about 
Rs. 6,600 million by 1960.3 

Employment, increases from small-scale industries are not 
measurable, since increased production may partly be obtained 
through fuller employment of existing workers. It is noted, 
however, that ‘employment per unit of capital is often high’ in 
such industries.* 

In the fuels and minerals investment programme, the Major 


emphasis is on finding and developing Targer_ ‘domestic. sources of 


1 Ch. 20, para. 114. Another adjustment of Rs. 225 million is made for the 
value of processed cotton, tea, wheat, and rice on the ground that ‘since the 
value added by ginning, blending, and milling is almost negligible compared 
with the value of the crop, these additions might better be credited to the 
result of the agricultural investment’. This leaves potential net foreign exchange 
earnings and savings of Rs. 525 million due to the large-scale industrial in- 
vestment programme. It may be noted that these calculations do not take into 
account the marginal propensity to import resulting from the higher national 
income brought about by the industrial programme—presumably on the con- 
sideration that demand will be frustrated by strict import licensing. 


2 Ibid., para. 116. 3 Ibid., para. 117. 4 Ibid., para. 27. 
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raw materials which required an annual expenditure of foreign 
exchange of Rs. 319 million in 1954, of which Rs. 75 million was 
spent for petroleum products and Rs. 34 million on coal. Some of 
the provisions of this programme have been indicated in Chapter 
XI, while the financial distribution of investment is given in Table 
LXXXIII above. It may be noted here that the programme for 
public investment at Rs. 92 million is only one-fourth the in- 
vestment estimated for the private sector of Rs. 365 million, giving 
a total of Rs. 457 million. 

The investment programme for water and power development 
has been described above in Chapters IV and XJ, while its financial 
components are tabulated in Table LX XXIII. The investment 
in the Plan period will permit the continuation of the ‘large pro- 
gramme’ under way in West Pakistan and also a considerable in- 
crease in the size of the East Pakistan programme. The Board 
stresses the need for multi-purpose development covering irrigation, 
flood regulation and drainage, hydro-electric power production, 
transport, &c. In addition it places great emphasis on detailed sur- 
veys and comprehensive plans based on general investigation of 
resources in order to formulate long-range programmes that 
promote orderly and systematic development and ensure the 
greatest benefits at the least cost.+ 

The water and power programme for East Pakistan? serves the 
following purposes: (a) to provide irrigation water to large areas 
for double cropping and increasing the production of single crops, 
(5) to increase agricultural production in many areas through local 
drainage and flood regulation schemes, (c) to prepare plans for and 
start on a comprehensive programme of new methods and major 
works for increasing agricultural productivity and reducing flood 
damage, (d) to protect large areas from saline waters of the tides, 
(e) to improve waterways for inland water transport, and (f) 
to triple the power supply available at the beginning of the Plan 
period. 

The programme for West Pakistan is in two parts: the River 
Indus and its tributaries, and the coastal and desert streams region. 
The Indus region has a programme with these objectives:* 
(a) to begin the regulation of the uncontrolled flows of the Indus 
and its tributaries for beneficial use, and for the reduction of flood 
damage, (b) to improve the water supply to irrigated land, (c) 


1 Ch. 2, para. 99. 2 Ibid., para. 1o1. 3 Ibid., para. 108. 
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to provide improved water supply for irrigation of lands now being 
cultivated, (d) to provide irrigation water for lands which are now 
uncultivated, (e) to reclaim areas now water-logged and saline, and 
(f) to double the power supply available at the beginning of the 
Plan period. The purposes of the component relating to the 
coastal streams and the desert streams region are (a) to improve 
water supplies to land now irrigated, (5) to provide irrigation to 
new lands, and (c) to expand the power supply. 

For purposes of achieving the programme, ‘a substantial 
acceleration in expenditure’ will be called for, especially in East 
Pakistan where the outlay has to be doubled when compared to 
the entire pre-Plan period. Co-ordinated efforts will be needed 
for colonization, settlement, and better cultivation practices on 
new lands for which purpose the Board recommends statutory 
public agencies in both wings. Special development authorities 
are also recommended (on the lines of the Thal Development 
Authority) for colonization of new areas. Great emphasis is placed 
on general investigations leading to the formulation of new pro- 
jects in water and land utilization. 

The transport and communication section of the programme is 
discussed in earlier chapters of this book. It provides for sizeable 
expenditures on the rehabilitation and replacement of railway 
track and rolling stock,! on the expansion of the road network in 
both wings of the country, particularly to open up areas now cut 
off from roads,? on the development of inland water transport, ? 
ports and shipping* and civil aviation® and on the expansion of 
telephone, telegraph, and broadcasting facilities. ‘Total invest- 
ment contemplated is Rs. 1,642 million or 20-2 per cent. of the 
outlay in the public sector. Details of the distribution under 
different heads are given in Table LX XXIII. 

We may now turn to the social services component of the 
Plan, which provides for an expenditure of Rs. 1,688 million or 
20°6 per cent. of the total outlay under the public sector of the 
programme. In this sector requirements outrun the available 
resources by a substantial margin. Resources ‘are simply not 
available at the present time and will not be for years’ so that the 
programme necessarily concentrates on the most critical areas. It 


iCh. XtTy 2 Ch. XIII. 3 Ch. XIII. 
# Ch. XIV. 5 Ch. XV, 6 Ch. XV, 
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is divided into five parts: (a) housing and settlements, (b) educa- 
tion and training, (c) labour and employment, (d) health, and (e) 
social welfare. 

Respecting housing, it is noted at the outset that ‘targets cannot 
be settled on the basis of some absolute standard of need—the 
shortage of houses is too great for that’.1 The condition of houses 
is described as inadequate ‘because of the poverty of the great 
mass of the people, who barely earn enough for their food’.? 
The housing problem has been accentuated by the large influx of 
refugees® and the setting up of new administrative centres (at Kar- 
achi and Dacca and latterly for the West Pakistan Government at 
Lahore), the rapid expansion of new industrial areas, &c. In 
addition, the gradual splitting up of big patriarchal families into 
single units under the pressure of industrialization and urbaniza- 
tion has increased the demand for houses. The growing popula- 
tion, of roughly one million per year, is estimated to require 
200,000 new houses, whereas replacement is stated to require 
another 300,000 to 400,000 houses annually. At present monetary 
and non-monetary investment in the private sector for housing is 
estimated at Rs. 250 million and ‘is still increasing’. Public 
expenditure on houses for refugees, civil servants, employees of 
public undertakings (e.g. railways, ports, post office, telegraph and 
telephone services), and in newly-colonized areas (e.g. ‘Thal and 
Abbasia) or at the sites of new development projects (e.g. Karna- 
phuli and Warsak), is estimated to have been Rs. 300 million up 
to 1955. Another Rs. 70 to Rs. 80 million have been invested in 
community facilities such as water supply and sewerage for 
Karachi, sewerage for Dacca, and several town improvement 
schemes including a large one in Lahore. Despite the large 
investment in both private and public sectors, there is still a 
serious housing shortage,* especially in the towns. Housing 

1 Ch. 25, para. 18. 


2 ibid., para. 6. The paragraph goes on to say ‘only the richer people, both 
in town and country, could afford good housing. Community facilities, water 
supply, sewerage, streets, and public buildings, such as market places, schools, 
and dispensaries were inadequate in number, size, and quality.’ 


8 Although many could be re-housed in evacuee houses (such as were left 
intact), the larger inflow and the concentration of refugees in certain specific 
towns and cities led to considerable difficulty and the Board estimates that 
‘refugees probably need half a million dwellings’—and this after many years 
of public house-building efforts for the refugees. 


4 Ch. 25, paras. 13-14. ‘In all the towns there are large numbers of homeless 
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conditions in the villages are found to be no better ‘than they were 
centuries ago’ and are described as being ill-adapted to present 
needs, overcrowded and lacking in community services. 

In formulating its programme, the Board gives high priority to 
the preparation .of.surveys and plans, the conducting of research 
and training, installation of water supply and sewerage facilities, 
and providing. materials for assistance in house building. The 
housing programme is almost entirely devoted to meeting the 
needs of lower income groups, and especially the refugees. There 
again, emphasis is on expenditures on preparing building plots, 
complete with water supply, drainage and underground sewerage, 
and roads. It provides for the preparation of 250,000 plots in new 
settlements,? with the additional provision of building materials 
for self-help housing on 35,000 of these plots, the building of 
nucleus* houses on 80,000 plots, and of complete houses on 
2'7,250 plots. Of the last-mentioned, 15,000 would be low-cost 
houses, 5,250 would be higher-cost and 5,000 will be fully govern- 
ment owned, for civil servants who are unable to build for them- 
selves. Of this, a certain number of plots in the different categories 
must be reserved for refugees. This programme is said to be 

sufficiently flexible ‘to provide for a wide variety of income-levels 
and family circumstances’.’ In the rural areas, the programme is 
concerned almost exclusively y with the provision. of pure water 
supplies by improving village wells and boring new ones, especially 
in East Pakistan. ‘In addition, various types of model village 


families. The older parts of the towns are grossly overcrowded and the public 
services and buildings are totally inadequate. New suburban building is often 
characterized by bad design and construction, excessive use of expensive 
building materials and inadequate planning for the use of land. Towns are 
growing without adequate town plans; many reflect the same array of problems: 
an increase of population, insufficient resources with which to create rational 


and balanced settlements. ... There is a shortage of buildings for special purposes 
essential to community life (e.g. markets).’ 
1 Ch. 25, para. 15. 2 Ibid., para. 83. 


3 Nucleus houses will consist of ‘a compound wall with its door, one room 
with a verandah and one latrine without roof’. Eventually, families occupying 
them would be expected to add to the nucleus a maximum of three bedrooms, 
kitchen, bathroom, storeroom, and covered latrine. Ibid. 

4 Ibid., para. 83. One hundred thousand plots would be made available for 
refugees, of which 15,000 would be provided with construction materials, 
another, 25,000 with nucleus houses, and 3,750 with fully-built houses of 
which 3,000 would be low cost and 750 ‘higher cost’. 


5 Ch. 2, para. 159. 
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houses and buildings will be constructed . . . to guide the villagers 
in building for themselves.’! | 

The Plan recognizes the importance of education, and of rapid 
improvement of educational facilities at all stages from elementary 
to scientific research. In fact, ‘the rate of increase in the develop- 
ment programme, especially in East Pakistan, will be limited by 
the number of technicians who can be trained’.2. About half the 
school age population is now in school, but in many areas most of 
the primary pupils drop out before completing the primary 
standards. Vocational agricultural and vocational technical schools 
are to be increased in number and size, while the country’s six 
universities are to be improved in respect of staff, equipment, 
laboratories, and libraries. 

Tt is felt that ‘the key to the improvement and expansion of 
education is to increase the number of trained teachers. Thirty- 
nine per cent. of the teachers working in the existing primary 
schools, and 43 per cent. of the teachers employed in the existing 
seeotidaty schools are untrained.’* The Plan proposes to improve 
the quality of training, and to increase training facilities to such an 
extent as to provide training for 10,500 primary teachers annually, 
instead of 7,500 as at present. Similarly, the annual output of 1,000 
middle-school teachers is to be increased to 1,250, while the 
seven training colleges and two departments of education in 
universities, which now train 500 persons annually, are to be 
joined by two new colleges and training will be given to 800 
persons per year. In addition, five education extension centres are 
to be opened to provide refresher and special training courses to 
teachers and educational administrators. 

Universal primary education is recognized as a highly important 
goal, but the problem of training teachers, coupled with other 
problems of an economic nature, convince the planners that the 
_goal cannot be achieved in less than twenty years. 

~~ Of the Rs. 581 million provided under the plan for education 
and training, the largest share, Rs. 155 million, is earmarked for 
secondary education, followed by primary education (Rs. 108 
million), universities, including scholarships (Rs. 93 million), and 
colleges, including scholarships for 600 talented boys and girls 
annually (Rs. 82 million). 

The three major changes now taking place with respect to 

1 Ch. 2, para. 156. 2 Ibid., para. 18r. 3 Ibid., para. 166. 
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Pakistan’s labour force are summarized as follows: (a) steady 
growth in size, the 1955 labour force being estimated at 25 million, 
and the labour force in 1960 at 27 million, (b) steady improvement 
in respect of education, including _ pel training, (c) shift 
from agricultural to industrial, commercial and non-agricultural em- 
ployment. It is estimated that the new jobs opening up during the 
Plan will about equal the number of additions to the labour force. 

The Plan aims to bring Pakistan’s labour laws and practices in 
line with those of modern countries generally. “The development 
programme in the field of labour and employment 1 is largely a 
programme of strengthening | labour organizations, enforcing 
labour laws, improving worker-management relations, and ad- 
vancing research and training. Its direct cost to the Government 
will be small, amounting to 12 million rupees only. Its results, 
however, will be far reaching, both from the social and economic 
points of view.’ 


aN RCRA) bl 3h 


all the others at the same time. Rs. 300 million is set aside for the 
provision of improved water supply and for improved sewerage. 
An additional Rs. 287 million is earmarked for medical and 
technical education, hospitals and dispensaries, malaria control, 
tuberculosis control, maternal and child health, infectious diseases 
hospitals and school health education, nutrition, research, and 
statistics. Three new medical colleges will HEGRE” their first 
classes during the Plan period, and the number of doctors graduat- 
ing annually will be increased from 500 to 600—still woefully 
inadequate | for a nation the size of Pakistan! Even less adequate 
is the provision for increasing the number.of qualified nurses to 
200 annually. However, only half the existing capacity for 700 
nursing students at the thirteen nurses training centres is presently 
in use, so perhaps a more ambitious scheme would be unrealistic, 
barring a great and welcome change in the public attitude toward 
the nursing profession. 

In 1954 Pakistan’s 453 hospitals and 2,000 dispensaries had 


expected to ‘increase to 32,000, “but ‘the’ ‘improvement_ in n the 


ne ees eas 


quality of medical services from increasing } numbers of fully-trained 


1 FYPD, Chii2, para: aga: 
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doctors, better buildings, and more equipment will probably 
prove at least as great a gain to the health services as the increase 
in the number of beds’.1 

In view of the impossibility of reaching a very large share of 
Pakistan’s 80 million people with the doctors, nurses, and facilities 
noted above, it is encouraging to find that: ‘We recommend the 
convening of a health conference to advise the Government and 
the country on a number of questions, including the role the 
Government should play in the provision of health services, the 
place that should be given to the indigenous systems of medicine, 
and the desirability of retaining the institution of medical schools’ .? 
The medical schools are institutions with lower entrance require- 
ments than medical colleges, and their graduates are qualified for 
less exacting positions than the medical doctors. 

The Plan provides for the training of about 100 social workers 
annually, during the Plan period, through social welfare courses at 
the Universities of the Punjab and Dacca, and through special short 
courses for workers with some experience. Half of these trained 
workers will be used in seventy urban community development 
projects, which have objectives similar to the Village-AID 
programme outlined above. Social Welfare Boards are to be 
established in Central and Provincial Governments for co- 
ordinating the work of public and private bodies in the field of 
social welfare, and for making grants to both official and voluntary 
organizations. The total expenditure on social welfare, 1955-60 
is estimated at Rs. 33 million. 

The broad character of the Plan and its investment ‘programme 
has been summed up in the following words: 7 


Generally the development programme can be characterized as a 
plan for expanding agricultural output; for eliminating bottlenecks in 
industrial production, completing programmes already well begun in 
certain industries and setting up new units which will save or earn 
foreign exchange and provide substantial employment; for improving 
the ‘social overhead’ capital, undertaking only those expansions which 
are necessitated by the growth of the economy and for substantially 
increasing and improving such social services as education, health and 
welfare. 


The distribution of monetary expenditures in the Plan may also 
be summarized as follows: 
1 Tbid., para. 198. 2 Ibid., para. 200. 3 Op. cit., Ch. 4, para. 68. 
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| 

; 

| 

If we exclude the reserves, about one-third of planned public | 
expenditures are devoted to agriculture and village aid, irrigation, i 
reclamation, and drainage programmes. Industry and power comprise . 
over one-quarter of total estimated public expenditures on develop- | 
ment. In addition, there is a large industrial investment programme in 
the private sector. Transport and communication absorb about one- ) 
_ fifth of total public expenditure and social services the remaining fifth | 
_ of the public programme. These proportions reflect the order of | 
priority assigned to the various fields. We believe that the provision | 
for social services is as high as the country can afford with its present . 
economic capacity. . 


As indicated above, the public sector accounts for 68 per cent. of 
total expenditures, and gross private investment for 32 per cent. 
On the other hand private savings at Rs. 5,900 million exceed i| 
private investment at Rs. 3,600 million, so that there is a surplus | 
of private saving which provides a sizeable margin for financing | 
the excess development expenditures of the public sector over 
public savings. The success of the Plan will depend upon how qi 
adequately and effectively this surplus of private saving is trans- 
ferred to the public sector. The Planning Board has suggested | 
that since the private sector desires to accumulate ‘a considerable | 
portion of its savings in the form of currency and bank deposits’,? | 
the Government programme can quite properly be financed by , 
government borrowing from the banking system, which would help 1 
to create the desired amounts of additional currency and deposits 
required by the public. However it is emphasized that money 
creation, in this sense, should not exceed the amounts which the | 
public wishes to hold and that governments must find ways and 
means of channelling surplus private savings in accordance with | 
the ‘preferences of firms and individuals with respect to the type of 
assets which they wish to hold’.? | 
We may now turn to an assessment of the likely results of the } 
Plan in aggregative terms. A sector by sector computation of the 
additions to national income to be expected from the development 
programme yields a figure of about 20 per cent.* Using an 
incremental capital output ratio of three to one, the net new 
investment in the development programme is expected to produce 
an increase of about Rs. 3,000 million by the end of the Plan 
period, representing an addition of about 15 per cent. to the 


1 FYPD, Ch. 2, para. 26. 2 Op. cit., Ch. 8, para. 67. 
3 Ibid., para. 55. 4 Op. cit., Ch. 3, para. 55. 
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present national income. The difference between the two results 
may presumably be due to the contribution of the non-monetary 
investment in the Plan.1 Even if the lower figure is accepted, an 
investment of this magnitude, if maintained, would double the 
national income in nineteen years. 

The per capita increase in national income is however bound 
to be smaller, due to the continuing growth of population. The 
Plan assumes a 1-4 per cent. annual increase in population. With 
this increase of over a million persons at the outset, and still 
more as time goes on, the population would double in about fifty 
years. ‘The increase will be considerably greater if improvements in 
public health reduce the death rate, while the birth rate continues 
as in the past. The Plan makes no provision for attempting to 
reduce the birth-rate, beyond suggesting that ‘some countries have 
deliberately chosen to follow policies designed to limit the rate’. 
Taking account of this growth, the annual rate of increase of 
national income, per capita, is reduced to 2-4 per cent. even if the 
higher rate of 4 per cent. of annual growth of national income is 
adopted. 

As for the effects of the investment programme on employment 
opportunities, the Board has not been able to make precise estim- 
ates, but, as noted earlier in this chapter, it appears that employ- 
ment opportunities will about keep pace with increases in the 
working force. 

It is perhaps a little paradoxical that while the increase in 
human numbers is the main factor in keeping the per capita 
improvement in national income lower than it would otherwise be, 
a shortage of suitably-trained technical and administrative 
personnel is regarded by the Board as perhaps the main limita- 
tion on the rate of expansion of the development programme and 
hence of the increase in national income. It is emphasized again 
and again that shortages of technical and administrative talents 

1'The Board warns, however, that the application of incremental capital-out- 
put ratios to estimation of the rate of growth of national income is equivalent 
to assuming that net investment is the principal determinant of national income 
in the sense that all other conditions of economic growth adapt themselves in 
quasi-automatic fashion to the rate of capital formation. This is not only far 
from the truth, but carries with it the implication that the only serious problem 
to be solved is the shortage of capital. In fact, in certain very important areas 
of the development programme, lack of capital is not the limiting factor: there is, 


for instance, the opportunity of greatly increasing the yield on agricultural land 
without large injections of capital. 
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‘offer the most serious obstacles in the way of accelerated develop- 
ment’.? 

It is in the differing degrees of inadequacy of the administrative 
and technical resources that the Board finds the main explanation 
for the relatively lower rates of growth in the different parts of 
the country and specifically in East Pakistan and some of the 
backward areas in West Pakistan (e.g. Kalat and Quetta Divisions, 
the tribal areas of the North-west, and districts such as Muzza- 
fagarh and Dera Ghazi Khan). The shortage of personnel is partly 
reflected in a lack of adequately prepared and specific schemes, 
supported by sufficient technical studies. The Board has tried to 
meet the problem by making large provisions for surveys and 
investigations, for training staff and establishing basic technical 
services, and for opening up communications. A sum of Rs. 
1,000 million for East Pakistan and Rs. 100 million for the back- 
ward areas of West Pakistan is provided in the Plan as a reserve to 
cover the cost of additional schemes which may be designed and 
approved during the Plan period, and in order to ensure that 
finance is not a bottleneck in the implementation of such schemes.? 

A year has elapsed since the publication of the Five Year Plan 
Draft, and changes in the economic situation necessitate a brief 
comment on how those changes have affected the prospects for 
the success of the Plan. Adverse weather conditions in both 
wings of the country have been the major upsetting factor, and in 
themselves seem sufficient to cause a considerable delay in 
achievement of Plan objectives. 

The Plan has been generally commended for its statement of 


1 “The popular belief .. . that the rate of progress is regulated by the magni- 
tude of the resources in terms of internal finance and foreign exchange... is 
only partly true. In actual fact, the pace of the implementation of economic 
and social programmes is likely to be governed even more by the capabilities of 
the administrative and technical organizations. This view is supported by the 
fact that . . . the actual public investments often fall far short of the allotted 
grants.’ Ch. 6, para. 4. 

2 Ch. 2, paras. 30-4. However, the Board again emphasizes that limitations 
other than finance may hold up implementation: ‘We have been deeply im- 
pressed in the course of preparing this Plan by the very great difficulties which 
will be encountered in executing it. In virtually every field the country is 
extremely short of trained technicians and administrators to carry out develop- 
ment work, and what is at least as serious in many fields, the country is also 
short of organizations. with sufficient tradition, staff, and experience to imple- 
ment large development schemes. In a great many cases the shortage of trained 
manpower or of experienced organizations, rather than lack of finance, is the 
factor limiting the speed of development.’ 
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social objectives, although there has quite naturally been some 
criticism, particularly from those who consider themselves 
adversely affected by the recommendations in the field of land 
reform. The Planners, like many others with sensitiveness to the 
vast social changes taking place throughout much of Asia and 
Africa, recognize the urgency of levelling up the lower strata of the 
population and giving them some proof that evolutionary and 
constitutional means of progress will help to give them a better 
way of life in this generation. 

There have been few if any criticisms of the size of the pro- 
gramme and the distribution of resources, with the Plan’s emphasis 
on agriculture, technical education and training, basic studies and 
investigations, transportation and power, &c. On the other hand, 
it now seems unlikely that the objectives can be completed by 
1960, partially because of the 1956-7 food difficulties and par- 
tially because of the shortage of administrative talent frequently 
mentioned in the Plan, with consequent lack of ability to accelerate 
development outlays as required under the Plan. Even with the 
greatly increased amounts of foreign aid obligated since the Plan 
was formulated, it is doubtful that the technicians and admin- 
istrators are available in sufficient numbers to utilize such a large 
amount of aid to good advantage. 

One shortcoming of the Plan now appears to be the assumption 
that with increased purchasing power in the hands of the people, 
there would be only a modest 54 per cent. increase in per capita 
consumption of food-grains, against an estimated 13 per cent. 
increase in per capita purchasing power. The consumption level 
of food is notoriously low, and it is therefore unlikely that the 
demand for food would prove inelastic in such circumstances. 
Hence, food production will have to increase considerably more 
than is forecast in the Plan, to permit Pakistan to regain and 
maintain self-sufficiency in food. 

In view of the foregoing, it is unnecessary to give detailed 
consideration to the possible inflationary or deficit financing 
aspects of the Plan. The food shortage itself is highly inflationary 
and limits the amount of deficit financing which may be under- 
taken without inviting serious trouble. As is pointed out repeatedly 
in the Plan and other pronouncements by Pakistani leaders, the 
success of the Plan depends on increased savings, both individual 
and public. In a free society, such as Pakistan, this necessitates a 
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willingness on the part of the citizens as a whole to forgo com- 
forts and even necessities, at the present time, as part of a pro- 
gramme of building future economic strength. 

The following paragraph! indicates a very statesmanlike 
attitude on the part of the Planners: 


Planning is a continuing process and does not come to an end with 
the formulation and promulgation of a Five Year Plan. It must go 
on ceaselessly to take account of unforeseen circumstances, unfulfilled 
expectations, unforeseen shortages and surpluses, new and more com- 
plete information and statistics, and a host of forces, some released 
by the Plan itself and some lying outside it. Subject to the priorities 
and objectives of the Plan being preserved, a reasonable measure of 
flexibility is necessary. Amendments, adjustments, and improvements 
must be made to achieve the purposes of the Plan where facts have 
been altered. 


The Board is to be congratulated on being able, so soon after 
the creation of Pakistan, to assemble sufficient talent to prepare 
a Plan so comprehensive in scope, complete in factual detail, and 
realistic in basic assumptions. It fixes goals which may prove 
optimistic, but nevertheless these goals may themselves be a spur 
to constructive achievement. Climatic factors and international 
relations, among others, will have to be favourable to permit the 
Plan to be executed in full. However, present indications are that 
the Board has made a significant contribution to long-range 
improvement in the economy of Pakistan. 


1 FYPD, Ch..6, para. 27. 
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